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Ever since the publication of “The Wealth of 
Nations”’ the notion of exchange value has remained 
the most fundamental and possibly the most consist- 
ently defined concept of economic science. Bicker- 
ings as to whether “ power in exchange,” ‘quantity 
received in exchange,” or “ratio of exchange” best 
expresses this concept, as to whether exchange value is 
a quantitatively variable attribute or quality of a com- 
modity or merely a disembodied ratio, have not been 
taken as seriously affecting the precision of the concept. 
It is possible that these differences, if consistently 
followed out, might have led to perceptible differences 
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i in doctrine at various points.! But as it is, the essential 
i points at issue between the advocates of conflicting 
, economic theories have been born of other things than 
variant notions of the meaning of exchange value. 
! Historically, if not logically, the differences alluded to 
j have been verbal ones. It is not my purpose in the 
| present paper to attempt the difficult and unprofitable 
{ task of suggesting any revision in an elementary con- 
cept which has worn well in actual service. I shall 
> venture, however, to suggest certain limitations im- 
‘ plicit in the value concept as commonly formulated. 
Failure to take account of these limitations has led to 
| weaknesses in certain parts of the superstructure of / 
theory that has been erected on the foundation of the 
theory of value. 


I 


The notion of exchange value is an abstraction. 
This much will be easily conceded, especially when the 
concept is carefully cleared of all entanglement with 
the really simpler concept of subjective value. As an 
abstraction it presents some superficial resemblance to 
such concepts of physical science as mass, extension, 
energy, and the like. Analogies based on this resem- 
blance have been used freely in expositions of economic 
theory, expecially in discussions of the ‘‘measure of 


j 1 It may be noted that these differences have an important bearing on the problem 

f of the measurement of changes in the general level of prices. That Jevons’s explana- 

P tion of the grounds of his choice of the geometric average for this purpose is hazy has 
come to be a generally accepted statement. But in fact the matter seems to be rather 
simple. Jevons, like Cournot (Mathematical Principles of the Theory of Wealth, 
Eng. tranal., ch. ii), came naturally and unhesitatingly to the conclusion that changes 
in prices are only changes in ratios, and hence should be averaged geometrically. 
Later, the criticisms of Laspeyres suggested to him that a change in the value of gold 
is, after all, a change in its purchasing power, and that the arithmetic average had 
therefore some claim to consideration. Jevons continued to defend the use of the 
geometric average (for his purposes) but his former unquestioning confidence in it 
was gone. Compare his Investigations in Currency and Finance, new edition (1909), 
pp. 19-21 and 113-115. 
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value.” Like value, these physical concepts are, in a 
quantitative sense, purely relative, — that is, mass, 
extension, or energy cannot be measured except in 
terms of units of mass, extension, or energy. 

Moreover, they too are abstractions, — properties or 

qualities of things, detached by analysis from the 
synthetic ideas given directly by human experience. 
-This process of abstraction makes it possible and 
legitimate to neglect the other manifold and differing 
properties of things, and to conceive of the existing 
world in terms of mass, volume, or potential energy. 
The method of abstraction has made it possible for 
science to find order and simplicity in an apparent!y 
complex universe. Furthermore, abstractions enter 
largely into all thinking which deals with general prin- 
ciples. These commonplaces of logic are rehearsed 
lest the trend of the present discussion should be taken 
to involve a general and necessarily futile argument 
against the use of abstractions in economic theory. 
The difficulties to be suggested spring from the fact 
that, as compared with the superficially analogous 
concepts of physical science, ‘“‘exchange value” is an 
abstraction of a higher order and of a thinner sort. 

The concrete facts in the case are the exchanges 
of goods and services for money and money substitutes. 
Prices, not values, are the primary elements of the 
situation with which the economic theorist has to deal. 
And, as it happens, economic theory, at least of the 
more conservative sort, does concern itself very 
largely with the problems of price. The traditional 
theory of distribution deals with the forces determining 
the prices paid for the services of the factors in pro- 
duction. The theory of “ normal value ”’ is essentially a 
theory of price tendencies. The theory of market value 
is in general a demand and supply theory of prices. 
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| Modern refinements in the analysis of the forces 
/ lying back of demand and supply have not altered 
the ultimate bearings of the theory. The formulating 
of equations between value and marginal utility 
on the one hand and marginal subjective costs on 
the other hand has of itself final significance only for 
f | | a Crusoe economy. So far as the analysis of market 
forces is concerned, these modern developments of 
theory can scarcely be held to do more than to bring 
1 to light some of the principles which govern the choices 
‘@ made between the various alternatives open to buyers 
/ and sellers of commodities and services. In several 
| representative modern treatises market prices are 
@ explicitly recognized as the pivotal facts in the situa- 
/ tion, — determining, as independent variables, the 
f choices which individual producers and individual 
i consumers make between the alternatives open to 
| them, and at the same time determined, as dependent 
_ variables, by the aggregate selective process. 
But the real significance attached to the subject 
| of price in pure economic theory has been in general 
| much less than one would infer from its apparent 
prominence. For the notion of price has figured in 
large part as a convenient and workable substitute 
for the supposedly more general, tho more cumbersome, 
concept of exchange value. In other words, so far 
as the pure theory of exchange has been couched in 
/ terms of price, it has been felt that the procedure in- 
volved some sacrifice of scientific rigor, and was to 
| be justified only on account of the simplicity gained 
in exposition! That “price is value expressed in 


. 4 1 Even Marshall, whose theory is cast more consistently in terms of price than that 
f of any other writer since Cournot, explains (Principles of Economics, 5th ed., p. 62) 
| that in his treatise ‘‘ the price of anything will be taken as representative of its exchange 

5 value relatively to things in general, or in other words as representative of its general 
purchasing power.” A more explicit statement is that of Pareto (Manuel d’Economie 
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terms of money” is the common formula by which 
the transition from one concept to the other is effected. 
Ignore changes in the general purchasing power of 
money and prices become accurate measures of exchange 
values and hence, in the analysis of the market, ade- 
quate substitutes for them. 

From this general trend of the systematic expositions 
of economic theory rather than from any unequivocal 
statement relating to the point at issue, it may be 
inferred, I think, that value is very generally thought 
of as logically antecedent to price. Value is th 
primary, price the derivative concept. This sub- 
ordination of price to value puts aside the fact that 
concretely exchange values emerge only from the 
actual process of exchange (and there emerge as prices) 
as of minor import for the purposes of pure theory. 
The only logical excuse for this procedure which occurs 
to me is-that value is the more general of the two 
concepts and hence has some claim to logical priority. 
But this greater degree of generality is purchased, 
I am inclined to think, at the expense of precision 
and reality. 

In most of the definitions exchange value falls into 
one or the other of two categories. In the one it 
appears as the general purchasing power or general 
ratio of exchange of a commodity, a notion which is 
vague and abstract in the highest degree. The makers 
of index numbers have had to explain repeatedly 
that they are dealing only with averages of the varia- 


Politique, p. 209): ‘‘ The general notion of the price of one commodity in terms of 
another is useful in economic science because it eliminates money. In practice the 
prices of all commodities are stated in terms of one of them, which is called money, 
so that it is difficult to avoid speaking of price in this sense when one is discussing 
concrete phenomena. Even in theory it is very useful to introduce this notion at the 
first. This, of course, anticipates the theory of money, which ought to come after 
the general theory of economic equilibrium, but there is nu great harm in this, es- 
pecially if the increased lucidity in exposition which the use of this concept gives is 
taken into account.” 
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tions of particular prices; that a measure of the gen- _ , 
eral purchasing power of money is not only impossible, 
but inconceivable. There is no way in which the 
imagination can blend into one concept the bushels 
of wheat, the tons of coal, and the yards of cloth a 
fgiven amount of money will purchase. The notion 
of the “ general purchasing power” of money or of 
a commodity is not simply loose and indefinite; it is 
_| meaningless. 

In the other class of definitions value appears, not 
as general purchasing power, but as any one of an 
aggregate of purchasing powers. In this sense a 
commodity is said to have not one but many values, 
corresponding to its specific ratios of exchange with 
all other commodities. Price, or money value, appears 
in this view merely as one species of a large genus. 
It seems fairly clear that this notion of value is really 
derived, by analogy, from the notion of price. Given 
the ratio at which each of two commodities exchanges 
for money and it is a matter of simple arithmetic to 
determine the “ value” of each in terms of the other. 
Clearly here is something more tangible than is the 
notion of “general purchasing power.” But this 
“ generalized price concept ” of value, as it might be 
called, is not free from difficulties of its own. 

Ostensibly it is not a mere derivative of the notion 
of price but shares in the general claim of the value 
concept to priority and independence. It leads to 
the hypothetical elimination of money as an essential 
part of the mechanism of the market, and to a view 
of the valuation process in which values are pictured 
as determined as tho under a régime of pure barter. 
Money is brought in at the end of the process (for 
exposition’s sake) as a register or common denominator 
of the values reached. 
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Various objections to a view of valuation from which 
so many of the dominant facts of the actual market 
have been abstracted suggest themselves. That a 
state of pure barter is, even historically speaking, a 
sheer work of the imagination, is perhaps not a relevant 
objection, if it can be shown that the hypothetical 
projection of an idealized state of barter into the 
framework of our money economy really does add 
a substantial amount of simplicity to economic analysis. 
For a similar reason I am not disposed to attach much 
weight to the obvious objection that the complexity 
of the present system of division of labor and exchange 
renders a general system of barter altogether unthink- 
able. Of more cogency is Professor W. C. Mitchell’s 
suggestion ' that the money concept itself has been 
an active factor in giving purpose, system, and ra- 
tionality to economic activity. Modern business is 
conducted by men who have learned to think in terms 
of money, and the price-making process is largely in 
their hands. But this objection, like the others 
mentioned, presupposes a point of view quite different 
from that of current economic theory. Within the 
relatively narrow limits of scope and method which 
economic theory has set for itself can there be found 
substantial reason for questioning the legitimacy of 
the elimination of money in the general view of the 
valuation process? I believe that such ground of 
dissent exists, and that it is implicit in the very nature 
of the theory of exchange value itself. 

This theory, in whatever form it may be presented, 
is essentially a theory of the equilibrium of demand 
and supply. The values with which it deals are 
supposed to be those resulting from the efforts of buyers 


1 In his paper, The Rationality of Economic Activity, Journal of Political Economy, 
vol. xviii, pp. 208 and ff. 


i 
= 
, { 
q 
| 
= 
} 
| 
| 
= 
| 
| 
4 — 
: 
‘a 


416 QUARTERLY JOURNAL OF ECONOMICS 


and sellers to seek their own advantage, under condi- 
tions which leave them free to buy and sell such things 
as they please and to buy and sell more or less of these 
things. Back of all, the tendency toward the equilib- 
rium of marginal satisfactions and marginal costs 
operates as a controlling factor. Moreover, ihe values 
which would be determined if equilibrium could be 
achieved are consistent one with another. That is, 
in order to ascertain the value of A in terms of B, 
it would be sufficient to know the values of A and of 
B in terms of C. Now this fundamental postulate 
of value theory of a tendency toward a static equilib- 
rium is thoroly inconsistent with the other postulate 
of a hypothetical state of pure barter. In barter 
there is no efficient tendency toward a definite equilib- 
rium. So far as the ratio of exchange between any 
two commodities is concerned an equilibrium point 
might conceivably be reached, but it would be only 
one of an indefinite number of possible points. And 
it would be quite unreasonable to expect that there 
should be any mutual consistency between the ratios 
of exchange thus accidentally reached. 

The fact is that in treating exchange values as 
money prices in the analysis of supply and demand 
we are really doing more than availing ourselves of a 
convenient method of exposition. We are using a 
necessary and integral part of the analysis. The 
lucidity which the premising of a general medium of 
exchange adds to economic analysis (as in the theory 
of supply and demand at a price) is only a reflec- 
tion of the precision and determinateness which the 
use of money gives to the actual operations of the 
market. 


1 For the proof of this statement the reader is referred to Marshall, Prineiples of 
Economies, 5th ed., Appendix F. 
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Thus far I have dealt only with some of the logical 
aspects of the subordination of price to value. It is 
easily possible that the real explanation of this pro- 
cedure is historical rather than logical. More specif- 
ically, I suggest that it may be a heritage of the 
interest which Adam Smith and his immediate followers 
took in the problem of “ the real measure of value.” ! 
Both the theory of national wealth and the theory of | 
distribution seemed to demand a better measure of | 


wealth than that afforded by money prices, with their > * 


continual fluctuations.* From this source two diver-/ 
gent streams of theory have flowed. On the one hand 
we still seek for an “ ultimate standard of value.” 
But here the problem is an essentially practical one 
with distinctly ethical bearings. It is discussed in 
the literature dealing with index numbers and with 
the general problem of the standard of deferred pay- 
ments. It has no direct relation to the pseudo- 
mechanical problem of economic equilibrium. And 
on the other hand we have continued to busy ourselves 
with the problem of the real measure of value in the 
sense of the exact measure of value. Here the marginal 
utility concept holds the field. But, as previously 
suggested, there is nothing in the marginal utility 
analysis that prevents a frank recognition of the 
dominance of the réle played by money prices in the 


1 See on this subject, T. S. Adams, Index Numbers and the Standard of Value, 
Journal of Political Economy, vol. x, especially pp. 13 and 14. 


2 This statement is not offered as a complete explanation of the preoccupation 
of the early economists with the problem of the real measure of value. It seems prob- 
able that, as various writers have suggested, the general trend of yet earlier economic 
thought (running back, very likely, to the analysis of money as a “‘ recognised repre- 
sentative of demand" and a “ universal standard of measurement” in Aristotle’s 
Nichomachean Ethics, Book V, ch. ix), the philosophical and juristic preconceptions 
of the economists themselves, and the influence of the dominating principles of the 
physical science of the day must all be taken into account. It may be noted in this 
connection that the thing sought was not a “real measure of value’’ in any but a 
transcendental sense. 
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system of economic equilibrium. From utility, up 
through marginal utility, subjective value, and ex- 
change value, to price, is a long and slippery read. 
Marginal utility, like price, may be said to be a rel- 
atively simple concept, derived from the concrete 
facts of experience. Value, on the other hand, is an 
abstraction of a very loose and indefinite sort. To 
pass directly from the analysis of demand to the 
analysis of price would reduce the dangers that spring 
from the ever present tendency to treat abstractions 
as realities.’ 

Moreover, frank recognition of the fact that the value 
concept is a derivative of the phenomena of price 
would be attended with no substantial modification 
of the general character of the theory of exchange. 
What now passes as a concession to the exigencies of 
exposition would stand forth without apology as a 
prime factor in the situation. This would, however, 
be a change of emphasis, and as such it would be whole- 
some.* For there are indications that we have long 
since passed the point of diminishing returns, so far 
as added refinements in the general theory of economic 
equilibrium are concerned. What is needed is an 

1 An admirable example of the possibilities of this direct form of treatment may 
be found in Mr. Wicksteed’s recent book, The Common Sense of Political Economy, 


ch. i-vi. On the general logical difficulties arising from the hypostatising of ab- 
stractions see H. A. Aikins, Logic, ch. v. 


2 In 1909 the Railway World obtained the opinions of a large number of economists 
on the question whether there could be said to be a distinction between “ real prices" 
and “ nominal [or money] prices,” corresponding to the common distinction between 
“real wages” and “ nominal wages.”” The majority of the answers were in the 
affirmative. Professor C. W. Mixter went so far as to imply that money prices were 
“ apparent " and “ real prices" were actual. This seems to me to be transcendental 
metaphysics of an extreme sort. On the point at issue I find myself in absolute accord 
with Professor H. J. Davenport, that “‘ to talk of real as against nominal prices is 
terminological nonsense,”’ and with Professor D. R. Dewey, who said, ‘‘ The question 
is absurd. There is but one kind of prices." The distinction does not even have a 
pragmatist’s justification, for, as Professor T. S. Adams suggested, the problem at 
hand (the possible justification of increasing railway rates on account of the rise in the 
general price level) should have been approached in another way. See the pamphlet 
on Depreciated Currency and Diminished Railway Rates, Philadelphia, 1909. 
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analysis of the actual mechanism of the price-making 
process. There should be no room for such crudities 
as even an implied determination of prices by the 
comparison of the “ values of commodities’ and the 
(independently determined) ‘‘ value of money.” In 
short, such a change should make it easier for eco- 
nomics to assume the yet vacant place awaiting it 
mong the positive sciences. 


II 


When we leave the pure theory of exchange and pass 
to that general group of problems and theories in which 
value figures as a measure of the existing stock of 
wealth or of any part of that stock we encounter diffi- 
culties of quite a different sort. Here economists 
have generally been content to speak of value in the 
sense of money value. This may be due to the practi- 
cal difficulties in the way of any other procedure, 
or to a realization that the summation of “ general 
purchasing power ” is akin in principle to an attempt 
to determine the weight of the solar system. Yet 
even in this sense value is not equivalent to price. 
Prices emerge, as concrete facts, only in the process 
of exchange, and only in the process of exchange 
does money actually ‘‘ measure value.” Value, as 
applied to a stock of goods, is nothing more or less 


than imputed price.’ 


The grounds and the purposes of the imputation - 


vary. It may take the form of a merchant’s appraisal 
of his stock on hand; it may result from the assess- 
ment of property for taxation, or its “ valuation” 
for purposes of public control; it may arise from a 

1 Professor Irving Fisher's definition of value restricts it to this particular usage. 


“The value of goods is the product of their quantity multiplied by their price.” See 
The Nature of Capital and Income, p. 336. 
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statistician’s efforts to reach an estimate of national 
wealth; finally, it may be implied in such economic 
theories as those in which “ capital ”’ is made to consist 
of all wealth, measured in terms of money value. Leav- 
ing aside the cases inwhich the imputation is a judgment 
_of “‘ what price ought to be,” ! as involving an ethical 
rather than a purely economic problem, the general 
method of imputation may be said to consist of the 
establishment of hypothetical prices for all the units 
of a stock of goods on the basis of the current prices 
received and paid for similar units of similar goods. 
In the case of non-reproducible goods, and to a greater 
or less extent in the case of all non-standardized 
goods, the process of imputation necessarily involves 
varying degrees of estimate and guesswork. More- 
over, as will be indicated presently, much depends 
upon the legitimacy of assuming that “similar units” 
as well as “ similar goods ” are to be dealt with. 

It may be objected that in fact other methods of 
valuation than the imputation of current prices to a 
stock are used. ‘“ Physical valuation,” for purposes 
of public control might, for example, be cited. Physi- 
cal valuation is assuredly not an attempt to get at 
the price of a business undertaking considered as a 
unit; nevertheless when it deals with ‘“ reproduction 
costs” it is an imputation of current prices to the 
separate parts of the material equipment of a business 
unit. When it deals with “the original cost of pro- 
duction ” physical valuation is not valuation at all, 
but simply a measure of the investment of capital. 
Or, again, it might be urged, with apparently greater 
cogency, that the valuation of income-yielding goods 
is in essence a capitalization of the income yielded. 


1 Corresponding to the definition of value which President Hadley prefers. See 
his Economies, p. 92. 
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This point has a direct bearing on the fundamental 
assumptions of certain latter day economic theories, 
and so deserves examination in some detail. 

That the method of capitalization is actually used 
as a method of imputation cannot be denied. But the 
essential question is whether this method affords, in 
a rigorous sense, a determination of value, or whether 
it is merely a convenient mode of reaching an estimate 
of value. I am inclined to take the latter view. In 
fact, if one holds that the value concept is a derivative 
of the notion of price, and that the value of a stock 
is a matter of imputed price, no other view seems 
possible. Among the things bought and sold in the 
market are securities and commodities that have 
more or less definite potencies in the way of conveying 
money income to their owners. The forces of the 
market tend to establish definite prices for such com- 
modities and securities, and hence to establish definite 
ratios between incomes of given amounts and of 
given degrees of certainty, spontaneity, and futurity, 
and the prices of the income bearers. In the absence 
of evidence more directly to the point, the ratios or 
rates of capitalization thus established for the incomes 
from certain kinds of goods and securities may be used 
as the means of imputing price to similar goods and 
securities, not currently priced in the market, but 
with known or estimated income-yielding power.' 

The possible objection that the “forces of the 
market ’’ thus invoked are themselves in large part 
the resultants of the ratios at which individuals sub- 
jectively equate future incomes to present values 
is not to the point. For we are dealing with market 

1 Such, for example, was precisely the method followed by the experts employed 
by the Interstate Commerce Commission and the Bureau of the Census in 


the commercial valuation of the railways of the United States. See Bulletin 21 of 
the Bureau of the Census, 1904. 
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values, which, so far as each individual is concerned, 
must be held to be objectively determined and ob- 
jectively measurable. Considerations essentially simi- 
lar to those outlined above hold, mutatis mutandis, 
with respect to the pseudo-capitalization of “‘ psychic 
income.” 


The value of a stock, then, as an economic concept, 
may be taken to be a derivative of the fact that partic- 
ular units of the stock are exchanged or are estimated 
to be exchangeable at certain prices. The value of 
a homogeneous stock is got by multiplying the number 
of units in the stock by the price per unit. For the 
most part economists have not thought it necessary 
to mark a distinction between the price of the units 
exchanged and the value, or imputed price, of the 
units not exchanged. But Cournot * and a few other 
writers have deemed it worth while to call attention 
to the simple and elementary fact that the maintenance 
of the level of current prices is dependent on not 
overcrowding the market. Not all the units of any 
considerable stock, such as the stock of wheat, could 
be sold at one time at current prices, nor on the other 
hand, could buyers of any good substantially increase 
their purchases except at increased prices. 

The legitimacy of the notion of the value of a stock 
seems to hinge on the fact that presumably any one 
unit of the stock may be added to the amount sold 


1 The foregoing discussion is, I think, in essential harmony with the thesis main- 
tained by Professor H. J. Davenport, in his paper on Capitalization and Market 
Value, Yale Review, vol. xix, p. 132 (Aug., 1910). 


2 “ Under this conception [a sum of exchangeable values] wealth has doubtless only 
an abstract existence; for, strictly speaking, of all the things on which we set a price, 
or to which we attach a value in exchange, there are none always exchangeable at 
will for any other commodity of equal price or value.’"’— Mathematical Principles 
of the Theory of Wealth, Eng. transl., p. 9. 
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without substantially affecting the price. The im- 
puted exchange value seems to hold rigidly for the 
particular units of a stock, taken one at a time. If 
it were not that it would put an additional burden 
on an already hard-worked adjective, it might be 
insisted that exchange value, after all, is only marginal 
value. For all except the marginal units the imputed 
value is purely hypothetical, subject only to the limits 
set by the existing potential demand and existing 
potential supply. As Jevons sugyested,' the theory 
of demand and supply is properly a theory of rate of 
demand and rate of supply. 

A slender stream of goods flows through the market | 
from sellers to buyers, and at the point of exchange 
this flow is equated (in terms of price) to the stream 
of money (and money substitutes) flowing in the 
opposite direction. The vague outlines of a dynamic 
theory of price are easily imaginable. Such a theory 
might analyze the forces controlling the volumes 
and rates of flow of particular kinds of commodities, 
and the volumes and rates of flow of the parts of the 
money stream to which these are equated in the market. 
It could not be expected that such a theory would 
lead to conclusions substantially different from those 
reached by the analysis of the forces tending to static 
equilibrium, and it would be decidedly more cumber- 
some. But the use of the static method has tended 
to falsify our view of the facts in some particulars. 

Seizing a moment when the two streams are running 
smoothly and steadily (corresponding to the condition 
of static equilibrium) we imagine them, in effect, to 
be suddenly congealed. Then, with this tactical 
advantage, we devote ourselves to a painstaking 
analysis of the proximate factors determining the 


1 Theory of Political Economy, 3d ed., p. 64. 
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prices of the goods which happened to be thus arrested 
at the very moment when they were passing through 
the narrow channel of exchange. But to be satisfied 
with this achievement would be to fall short of the 
opportunity for system making. So we examine the 
upper reaches of the congealed stream of goods, im- 
puting value to everything we find, on the basis of the 
price units discovered at the point of exchange. 
Going still farther back we subject to the same Midas- 
like touch the upper reservoirs of goods that are usually 
only drawn upon when the stream is running dry. 
And finally, by a supreme four de force, we convert 
into value units those outlying pools of intimate 
personal belongings, not customarily thought of in 
terms of money value, even by those who prize them 
most, and from which normally only a thin rivulet 
trickles to join the stream of goods passing through 
the market place. 

In short, for system’s sake, the whole material 
equipment of human living is recast in molds fashioned 
after the notions of catallactics. This view of things 
is implicit in a large part of the body of systematic 
economics. But I wish frankly to say that in my 
opinion the symmetry and logical completeness of 
the systems of Professor Fetter and Professor Fisher 
are due in no small part to the fact that they have gone 
farthest on this road. 


If the value of a stock is a matter of imputed price, 
and if this is in reality an accurate measure only for 
the marginal units of a stock, the size of unit to be 
employed in the imputation becomes a matter of some 
importance. The value got by dividing the stock 
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into the smallest possible units will be the maximum; | 
the value got by considering the whole stock one 
unit will be a minimum. This suggestion should 
not be confused with the objections urged by Mr.) 
Hobson and others against the theories of marginal 
productivity and of marginal utility on the fallacious 
ground that the results reached depend upon the size 
of the units chosen. For these theories deal with 
changing ratios (of utility to quantity or of product 
to labor) and in whatever form they are stated there 
is implied in them the mathematical notion of a limit- 
ing ratio! There is no implication of this sort in 
the ordinary conception of the value of a stock of goods. 
Here we have to deal with the imputation of market 
prices to concrete units of definite size. 

An example taken from actual experience may serve 
to make the matter clear. A forty-acre tract of land 
on the outskirts of a small village was assessed for 
taxation on the basis of an actual value of $8000, 
or $200 per acre. Half of one acre was subsequently 
sold as a building lot, and assessed at $400, or $800 
per acre. As the building lot was not taken from the 
best located part of the tract, its owner made complaint 
of over-assessment. A little investigation showed 
that tho several more building lots of the same size 
could be sold at or near a price equivalent to $800 
per acre, the tract as a whole could not be sold for 
much more than $200 per acre. Any one acre, taken 
by itself, was worth $800; yet to have multiplied this 
amount by the number of acres would have given 
the absurdly high total value of $36,000. What, by 
the method of price imputation, was the total value 


of the tract ? 


1 All of which is explained in non-mathematical fashion and with painstaking 
lucidity in Wicksteed’s The Common Sense of Political Economy, Book I, ch. ii. 
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The foregoing illustration involves more than the 
principles implied in the imputation process, ¢. e. 
that the market must not be overcrowded and that 
the rate of supply is supposed to be normal. The 
fact seems to be that the price of building lots and 
the price of the tract as a unit were affected by and 
adjusted to entirely different conditions of demand. 
The example is probably an extreme one. But that 
the total value of a tract of land depends in part 
upon the way in which it is subdivided is an unques- 
tionable fact of real estate operations. 

The field of corporation finance furnishes similar 
problems. The sum of the value of the disintegrated 
parts of a corporation’s material equipment together 
with the value of its franchise, if this can be sold 
separately, is one thing; the price which the corpora- 
tion’s assets as a whole would bring under the hammer 
is another thing; and the total value of the outstanding 
securities of a corporation may be yet another thing. 
Here again the essential thing in the situation is the 
fact that the equities in the corporation’s property 
may be subdivided in different ways, and that the 
field of demand varies with the method of subdivision. 

Take, for example, the problem of the value of a 
corporation’s securities. Here, as in the case of some 
railroad corporations, the bulk of the stocks and 
bonds may be securely held for purposes of investment 
and control. The value imputed to these is derived 
from the prices of the relatively small part of the 
securities which happen to figure actively on the 
stock exchange. Disregarding the element of control, 
which is an abnormal peculiarity under American 
railroad conditions and hence negligible for the present 
reasoning, and assuming that the rate of supply is 
not under any circumstances apt to be extremely 
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high, this method of imputation may be said to give 
fairly precise results in such cases. For such securities 
are distinctly marketable goods, and their market is 
highly organized and elastic. 

But the fact remains that the total value of the 
equities in a corporation depends on the way in which 
they are subdivided. Bonds of small denominations 
find a market not open to bonds of larger denomina- 
tions. Moreover, in a complexly capitalized cor- 
poration, the classification of securities is such that 
it offers to buyers of incomes a carefully graded assort- 
ment of risks. ( This maximises the selling or capital 
value of a corporation’s income-earning power. Differ- 
ent levels of demand are tapped and the result is 
better than if the curve of diminishing buyers’ prices 
for any one level were followed too far. )/~Preferred 
stocks may sell readily when bonds are a drug in the 
market. .That changes in total value are affected 
by a skilfully conducted railroad reorganization (even 
when no new capital is invested and net earning power 
is not increased) is well known. 

All these considerations may have some bearing 
on practical problems of assessment and of public 
valuation. It is possible that they deserve some 
consideration in connection with any theory which 
deals with the notion of “ total wealth measured in 
terms of money value,” altho I am disposed to regard 
them as of relatively less significance than the more 
general views suggested in the second division of this 


paper. 


There remains the problem of the bearing of the 
general limitations of the value concept on the statisti- 
cal problem of the measurement of national wealth. 
If value is not additive, of what significance is the 
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statistical summation of the wealth of a country?! 
It might be thought that the validity of the statistical 
undertaking stands or falls with the validity of the 
theoretical notion of total wealth measured in terms 
of value. But over and beyond the fact that we 
should expect to find in our theoretical notions a degree 
of precision not attainable in statistical practice, 
the statistical undertaking stands on firmer ground. 
The total wealth with which it deals is avowedly 
only the sum of the wealth of individuals. An in- 
dividual’s wealth includes generally only a small 
fraction of the stock of any commodity, and the 
difficulties to be taken into account are mostly of the 
relatively minor kind encountered in the assessment 
of property for purposes of taxation. Income statistics 
being lacking, an individual’s wealth constitutes 
the only available index of his economic well-being. 
The summation of wealth for the nation, divided by 
the number of families, gives a roughly accurate 
notion of the general diffusion of well-being. The 
estimate of national wealth would be justifiable, even 
tho it meant nothing in itself, since it leads roughly to 
a result that does mean something. Taken by itself it 
gives us merely the sum of the imputed prices of 
individual property rights. 
Auttyn A. Youne. 


Harvarp UNIVERSITY. 


1 Disregarding the well-known practical difficulties of the undertaking. On some 
of the aspects of the question suggested in the text one may consult with profit Emile 
Chatelain, De I’Evaluation du Capital National, Revue d'Economie Politique, vol. 
xxi, pp. 361 and ff. 
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THE DEVELOPMENT OF THE THEORY OF 
MONEY FROM ADAM SMITH TO DAVID 
RICARDO 


SUMMARY 


Doctrinal supremacy of Wealth of Nations from 1776 to 1810, 
430.— Theory of money alone underwent notable change during this 
period, 431.— Defect in Adam Smith’s theory, 436.—The Bank 
Restriction of 1797, 441.—The writings and influence of Boyd, 
Thornton, King, Parnell, Foster, and Wheatley, 444.— The service 
of Ricardo, 468. 


More than a generation separated the appearance of 
Adam Smith’s “Wealth of Nations” in 1776 from the 
publication of David Ricardo’s “High Price of Bul- 
lion” in 1810. Memorable as these years were with 
events in the industrial life of England, they witnessed 
but little change in the prevailing body of economic 
thought. The “Wealth of Nations,” despite Hume’s 
lament that the two stately quartos required too much 
thought and reflection to be popular, reached a tenth 
edition in 1799.1 In the political world, Grenville 
in 1800 could remind Pitt of their common conviction 
as to “the soundness of Adam Smith’s principles of 
political economy.”? In academic circles, Dugald 
Stewart was Adam Smith’s successor in office and in 
spirit in the University of Edinburgh, attracting from 
1800 on a notable group of gifted students to his 
eloquent exposition of the ‘““‘Wealth of Nations.’* In 
the intellectual field, young men like Francis Horner, 


1 Rae, Life of Adam Smith (1895), pp. 285, 293. 


2 G. B. Smith, Grenville (quoting Stanhope’s Life of Pitt) in Palgrave, Dictionary 
of Political Economy. 

* Veitch, A Memoir of Dugald Stewart, in Stewart's Works (ed. Hamilton, 1858), 
vol. x, p. lv. 
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Lord Webb, James Mill, and Thomas Chalmers were 
supplementing legal and theological studies by critical 
reading of Adam Smith’s text. 

There was some minor dissent from certain of Adam 
Smith’s conclusions:' Dugald Stewart seems to have 
been less of the docile expositor and more of the inde- 
pendent critic than he would have us believe. James 
Anderson stood out vigorously for the utility of corn- 
law bounties. Jeremy Bentham filed a cogent brief 
against the impolicy of usury laws. Malthus exposed 
the weakness of Adam Smith’s reasoning in the matter 
of poor-law relief. The Earl of Lauderdale distin- 
guished with much acuteness the concepts of public 
wealth and private riches, and Tierney, in the Com- 
mons debate upon the bill to prevent the forestalling 
of live cattle, declared that if the poor were to rise in a 
mass on account of the high price of meat, “the right 
honorable gentleman would prefer the riot act to all 
the reasonings of Adam Smith.’’? 

But, withal, the supremacy of the ‘Wealth of 
Nations” remained in 1810 still unquestioned. The 
influence of J. B. Say’s “ Traité’’ — first published in 
1803 — was not felt in England until a decade later. 
Malthus, in 1824, used the term ‘the new school of 
political economy” to distinguish the doctrines of 
Ricardo, Mill, and McCulloch from those of Adam 
Smith;* but to Lord King, in 1803, the same phrase 
“old and new systems of political economy ’”’ still 
meant the opinions of the mercantilists, on the one 
hand, in contrast to those of Hume, the Physiocrats, 


1 Hollander, David Ricardo (1910), pp. 20-21. 


® Parliamentary History, vol. xxxiii, 825 (June 29, 1797). 


* Quarterly Review, January, 1824; cf. Bonar, Malthus and his Work (1885), 
pp. 275-281. 
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and Adam Smith on the other.! Even Francis Horner, 
independent thinker and critic that he was, declining in 
1803 a publisher’s invitation to furnish a set of notes for 
a new edition of the ‘‘ Wealth of Nations,’ wrote to 
Thomas Thomson of “the superstitious worship of 
Smith’s name”; and added, “‘ his popular and plausible 
and loose hypothesis is as good for the vulgar as any 
other.’’? 

But in one particular field — the theory of money — 
there was marked advance. Here as elsewhere Adam 
Smith’s exposition, partial and defective tho it was, 
prevailed for a score of years without dissent. But in 
1797 came the Bank Restriction. The extraordinary 
series of monetary events leading up to and growing out 
of the suspension subjected the accepted doctrines to 
new and unfamiliar tests, and focussed the attention of 
a remarkable succession of keen minds upon underly- 
ing principles. The result was that in the decade 
from 1797 to 1807 the theory of money underwent 
substantial modification, and attained the sure outline, 
if not the full detail, in which it figured in economic 
thought for the next half century. 

It has been customary to ascribe this reconstruction 
of monetary opinion to Ricardo and the Bullion Com- 
mittee, with at best minor acknowledgment of the 
work of immediate predecessors.* But as a matter of 
fact, Ricardo’s initial service— and Ricardo himself was 
unmistakably insistent as to this — was as expositor 

1 Thoughts on the Restriction of Payments in Specie at the Banks of England 
and Ireland (1803), pp. 38-39. 


— (ed.), Memoirs and Correspondence of Francis Horner (1843), vol. i, 
P. 

* Thus Hoffmann, Kritische Dogmengeschichte der Geldwerttheorien (1907), 
Kap. ii; Whitaker, The Ricardian Theory of Gold Movements, in Quarterly Journal 
ef Econon:.cs, February, 1904. More surprising is the statement (J. F. Johnson, 
Money and Currency, 1905, p. 292) that Ricardo was a member of the Bullion Com- 
mittee, being selected as a representative economist! 
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and controversialist, and his earliest pamphlet in 1810 
was designed as an explicit restatement of what had 
been already said and written. In the years that 
followed, Ricardo made real and distinguished con- 
tribution to the development of monetary theory and . 
practice; but his starting point here was not, as in the 
case of his general economic thought, Adam Smith, 
but a body of monetary doctrine different from and 
in advance of that set forth in the ‘“‘Wealth of Nations.” 

The purpose of the following pages is to make clear 
this development of the theory of money from the form 
in which it was enunciated by Adam Smith to that in 
which it may be regarded as Ricardo’s intellectual heri- 
tage. 


I 


The theories of monetary circulation current in 
England upon the eve of the Bank Restriction found 
traceable origin in Locke, detailed exposition in Harris, 
familiar expression in Hume, critical qualification’ 
in Sir James Steuart and Montesquieu, and definitive 
exposition in Adam Smith. Less familiar writers — 
Vaughan, Barbon, Petty, Davenant, North, and 
Berkeley — were occasionally cited in confirmation of 
particular doctrines and in illustration of abstract pro- 
positions. But serious students like Francis Horner 
and Lord Webb began with Adam Smith’s famous 
fifth chapter, and thence worked their way back 
through Sir James Steuart, Hume, and Harris to the 
eighteenth century liberals.’ 


1 Lord Liverpool and the Earl of Lauderdale alone displayed any larger acquain- 
tance with the early pamphlet literature on currency and banking. 


2 Horner (ed.), Memoirs and Correspondence of Francis Horner (1843), vol. 1, 
pp. 164-169. 


anal 
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The general features of Adam Smith’s monetary 
doctrine were clearly defined.! The inconveniences 
of barter early lead to the use of an interposed com- 
modity in economic exchange. Such a medium, 
being itself subject to variations in value, cannot 
be a perfectly accurate measure of value; but ex- 
perience has shown that the precious metals, by 
virtue of favorable physical properties, are best fitted 
to serve as money materials. When both metals 
are employed one is designated as the standard, 
and the ratio of the other thereto is fixed either by 
the market or by public law. The purchasing power 
of a coin is determined by intrinsic content regardless 
of its nominal designation, and the concurrent use of 
two classes of money of unlike quality is prevented by 
the tendency of the public to hoard the better kind.” 
The value of the standard money varies directly with 
the number of exchanges to be made and the frequency 
with which they are effected, and inversely with the 
whole quantity of money in use and the rapidity of 
circulation. Foreign commerce causes a distribution 
of the standard money, and artificial attempts to in- 
crease a particular country’s stock are useless or mis- 
chievous. Variations in the value of money benefit 
one class of society at the expense of another, appre- 
ciation injuring the debtor, and depreciation, the 
creditor classes. Any substantial difference between 
the market and the mint price of bullion and any 
heavy fall in the foreign exchanges is due to the bad 
state of the coinage and may be promptly rectified by 
its restoration. 

In the matter of paper money, Smith’s expressions 
were no less definite. The more notable of his predeces- 


1 Wealth of Nations (1776), Book I, chap. v. (Of the real and nominal price of 
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sors — Hume and Harris — writing a generation before, 
when Scotland was menaced with a reckless extension 
of bank-note issues and circulating credit, had de- 
nounced such “counterfeit money.’”? But Adam 
Smith’s opinions took shape at a later time, when the 
fever had run its course and when the disastrous col- 
lapse of the Ayr Bank and its consequences — made 
vivid to him by the heavy involvement therein of the 
Duke of Buccleugh* — threatened to bring all paper 
issues into popular disfavor. To justify a useful 
institution and at the same time to emphasize the 
safeguard essential to its use were Smith’s impelling 
motives, and his very phrases became classic. Money 
is a part of the circulating capital of a society and its 
maintenance occasions a corresponding diminution of 
net revenue. Accordingly, the substitution of paper 
for gold and silver replaces an expensive with a much 
less costly and sometimes equally convenient instru- 
ment. Of the various kinds of paper money, promis- 
sory bank-notes payable on demand are best known 
and adapted for this purpose.’ But the total amount 
of paper money which the circulation of a country can 

1 Hume, Essays, Moral, Political, and Literary (Of Money); Harris, Essay on 


Money and Coin (1757) Part. I, p. 101. In the same strain is Lord Elibank, Essay on 
Paper Money and Banking (1755), reprinted in Lord Overstone’s Scarce and Valuable 


in Wallace, Characteristics of the Present Political State of Great Britain (1756, 
section on Paper Money and Banking, reprinted in Lord Overstone, op. cit. — a paper 
which certainly does not justify McCulloch’s verdict of ‘both liberal and ingenious,” 
ibid., x). Bishop Berkeley's acute observations, Querist, (1910 reprint, ed. Hollander), 
Part I, §§ 35-37, 199-286 et passim, seem to have excited considerable interest but 
to have exerted little influence. The author of Thoughts on Money, Circulation and 
Paper Currency (Edinburgh, 1758) altho admitting (p. 19) in the spirit of Petty and 
Hume that “ Paper credit multiplies money, and more than a certain quantity of 
money is unnecessary,” relapsed into the old heresies that increase in the money 
supply reduced interest, increased employment, and augmented population. 


® Rae, Life of Adam Smith (1895), pp. 253-255; also Mr. Cannan’s note to his 
edition (1904) of Wealth of Nations, vol. i, p. 296. 


* Wealth of Nations (1776), vol. i, pp. 345, 350. 


Tracts on Paper Currency (1857). Hume's opinions were disputed (the more notes 
the Banks can circulate in this way, the more will industry and trade be promoted) — 
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absorb never exceeds the metallic money which would 
circulate in lieu thereof;! any excess of currency 
must be followed by an export of bullion.? This had 
been clearly exemplified in the early experiences of the 
Bank of England and the Scotch banks, whereby a 
continuing policy of excessive note issue had caused a 
steady loss of bullion and a chronic replacement of the 
Bank’s gold. Sound banking policy therefore required 
that the note issues of any particular bank should not 
exceed, either in discount or in cash accounts, that 
part of its customers’ capital which they “ would 
otherwise be obliged to keep . . . unemployed, and in 
ready money for answering occasional demands.’ 

All of this related to convertible paper. Adam 
Smith probably never conceived it possible that the 
Bank of England, the stability of which he deemed 
“equal to that of the British government,” should sus- 
pend specie payments.‘ The most unfavorable cases 
were such as involved “ difficulty or uncertainty of ob- 
taining immediate payment,” — the “ optional clause ”’ 
of the Scotch banking companies, the paper currencies 
of Yorkshire, and the paper emissions of the American 
colonies.* In such cases he recognized that the paper 
money, like so much debased coin, “‘ would, no doubt, 
fall more or less below the value of gold and silver,” 
and result in an unfavorable exchange with the country 
or district preserving an intact standard.° 


1 Thid., vol. i, p. 377. 2 Ibid., vol. i, p. 352. 
* Tbid., vol. i, pp. 364, 367, 371. 
* Ibid., vol. i, p. 387. 5 Ibid., vol. i, p. 394. 


* Ibid., vol. i, pp. 394-395. As early as 1739 the author of A Discourse concerning 
the Currencies of the British Plantations in America — undoubtedly the “ honest 
and downright Doctor Douglas,” upon whom Adam Smith placed full reliance — 
declared as to the colonial currencies, ‘‘ The repeated large Emissions of Paper Money 
are the Cause of the frequent rise of the Price of Silver and Exchange” (Discourse, 
1897 reprint, ed. Bullock, p. 325; in Lord Overstone, op. cit., p. 21). 
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The theory of money, as set forth in the “‘ Wealth of 
Nations,”’ had thus attained notable development. 
The functions of money as a medium of exchange 
and a measure of value, the impracticability of a 
dual standard, Gresham’s law, the relation of money 
to prices, the effect of variations in the value of money 
upon debtor and creditor classes, the economy of 
paper money — were all more or less clearly recognized 
and enunciated. 


I 


The serious lapse in Adam Smith’s exposition — 
the more significant in the light of subsequent mone- 
tary happenings — appeared in the inevitable query: 
How much money ought a country to have and what 
are the symptoms and measure of excess or deficiency ? 
It was precisely about this point — the forces deter- 
mining the normal amount of a country’s money 
supply — that succeeding controversies raged, — the 
repeal of the Bank Restriction in the first quarter 
of the nineteenth century, the revision of the Bank 
Charter in the second, — and it was precisely here that 
the “ Wealth of Nations” was lacking. That there was, 
at any given time and in the case of every particular 
country, a customary amount of money which neither. 
design nor circumstance could permanently augment, 
was a necessary corollary of all argument against 
mercantilist theory and balance of trade policy, and 
this proposition Adam Smith, like a succession of writers 
before him, maintained with great force and abun- 
dant illustration. But to the further question, ‘‘ how 
much money is it right and sufficient for a country, 
to have?’’— Smith gave no answer, beyond saying 
vaguely that it was determined by “ effectual demand,” 


all 
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being always the sum required to circulate and dis- 
tribute to its proper consumers the annual produce 
of the land and labor of the country.' He did indeed 
imply that this sum bore some proportion to the 
whole value of the annual produce circulated by it, 
but he added * that such proportion had been com- 
puted by different authors “at a fifth, at a tenth, 
at a twentieth, and at a thirtieth part of that value,” 
and refrained from venturing upon a formula of his 
own. 

Adam Smith made familiar use of the failure of Spain 
and Portugal to augment their money supply by 
accumulation; * and he recounted the early experiences 
of the Bank of England and the Scotch banks, as to a 
chronic loss of bullion. But such occurrences were cited 
only in confirmation of his empirical assumption that 
the amount of money which a country could “ easily 
absorb and employ ”’ was a definite sum, fixed by the 
interior exchange requirements of that particular 
country and irrespective of all external conditions.‘ 
Redundancy —to whatever cause due, whether mines 
or banks— would be followed by an efflux of gold; 
but only for the reason that the “ channel of circula- 
tion ’”’ must in such event overflow, and this overflow, 
being too valuable to lie idle, was sent abroad “ to 
seek that profitable employment which it cannot find 
at home.”’§ 

The absence of any adequate discussion by Adam 
Smith of the normal quantity of a country’s supply 

1 Wealth of Nations (1776), vol. ii, p. 10, and vol. i, p. 352,; cf. also vol. i, p. 372, 
as to the issues of the Scotch banks. 

2 Tbid., vol. i, p. 356; more curious was Petty'’s estimate in Quantulumcunque, 
Query 25, in Works (ed. Hull, 1899), vol. i, p. 446. 

® Wealth of Nations (1776), vol. ti, p. 10. 


* Tbid., vol. i, p. 363. 5 Ibid., vol. 1, p. 352. 
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of money and of the test of redundancy is the more 
surprising in view of the frequency with which the 
doctrine of the “‘ territorial distribution” of the pre- 
cious metals had cropped out in earlier economic 
writing. With some justice Ricardo was able in 
1810 to speak of ‘the most approved writers in 
political economy ” sharing such an opinion. North, 
Locke, Berkeley, Cantillon, Petty, and Barbon had 
in turn pointed out the fallacy of the mercan- 
tilist accumulation of specie, and had set forth that 
the amount of money in any particular country tends 
to a fixed and definite proportion of the nation’s 
resources. In Hume and Harris, casual expressions 
were replaced by explicit and unmistakable exposi- 
tion, not indeed as a direct phase of monetary theory 
but as a final refutation of the mercantilist fallacy 
of metallic accumulation. Money is like water, Hume 
declared '— and his argument was developed and 
amplified by the author of the “‘ Essay upon Money 
and Coin,” * “the judicious and intelligent Harris,” 
in Chalmers’s phrase *— tending everywhere to a level 
through the means of relative prices and international 
trade, and this not by any physical force but by 
“a moral attraction arising from the interests and 
passions of men, which is full as potent and infallible.” 
If four-fifths of all the money in Britain were de- 
stroyed in a night, or, conversely, if the supply were 
multiplied five-fold, a relative level would promptly 
be restored, and the same causes which would correct 
these inequalities due to the miraculous ‘“‘ must prevent 
their happening in the common course of nature, 


1 Essays (Of the Balance of Trade). 


® Part I, ch. 2, § xvii, ‘‘ the quantity of money everywhere, will naturally find a 
certain level or proportion.” 


3 Essay on Commerce (2d. ed., 1811), p. 39. 


‘ 
3 
q 
q 
i] 


THE THEORY OF MONEY 439 


and must forever, in all neighboring nations, preserve 
money nearly proportionable to the art and industry 
of each nation.” ! 

It is true that Hume’s opinions, widely circulated 
and influential as they were, did not pass unchallenged. 
A few years later Sir James Steuart controverted 
Hume’s position both as to the relation of money to 
prices and as to the tendency of money everywhere 
to maintain its level, with a vehemence that in itself 
might have been expected to arrest Smith’s attention. 
Insisting that it was one of the objects of “ a states- 
man’s attention” to maintain ‘a just proportion 
between the produce of industry, and the quantity 
of circulating equivalent, in the hands of his subjects, 
for the purchase of it,” *— Steuart denied with 
characteristic indirection Hume’s “territorial dis- 
tribution ” theory.* In positive exposition, however, 
Steuart made little progress beyond asserting that 
“It is impossible to determine the proportion of coin 
necessary for carrying on the circulation of a country, 
especially of one where neither loan, or paper credit, 
that is the melting down of solid property, are fa- 
miliarly known.’’ 

As a matter of fact, however, Adam Smith was 
neither convinced by Hume nor converted by Steuart. 
He merely accepted the fact and gave little concern 
to the theory. Indeed there was little in contemporary 
monetary experience to emphasize the importance 
of such an inquiry. England was not then, as a 
generation later, confronted with the inconveniences 
of monetary redundancy on the one hand, nor exposed 


1 Essays (Of the Balance of Trade). 
? An Inquiry into the Principles of Political Economy (1767), vol. 1, p. 375. 


+ Ibid., vol. 1, p. 416. * Ibid., vol. 1, p. 376. 
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to the evils of monetary scarcity on the other. In 
so far as the currency of a country might be augmented 
by metallic accumulation, Smith deemed himself 
concerned with a worn-out mercantilist fallacy rather 
than a present monetary problem,' and was content 
with the familiar reductio ad absurdum as to Spain’s 
experience. In so far as the source of augmentation 
might be a note-issuing bank, Smith shared the view 
that the absorption of such a well-regulated paper 
money was accompanied by an equivalent displacement 
of specie. In this sense Hume, in 1752, had spoken 
of paper credit as of public convenience only when 
issued, as by the Bank of Amsterdam, upon the basis 
of equivalent bullion, and of which any further emission 
was harmful in that it expelled a corresponding amount 
of specie;* and Harris, writing in 1758, had repeated 
that any increase of bank-notes much beyond an identi- 
cal stock of bullion was likely to prove mischievous 
both by “‘ increasing in effect the quantity of circulating 
cash beyond its natural level; and by endangering, 
in a cloudy day, their own credit.’’* 

In short, the possibilities with which Adam Smith 
thought he had to deal in the matter of an increase 
in the country’s money supply were, first, a futile 
accumulation of specie by manipulated trade or colonial 
exploitation, and, second, an excessive issue of notes 
payable on demand. It was to these contingencies 
alone that he confined his argument and directed 
his theory. That it might be possible for the currency 
of England to be swollen by a continuing issue of 
inconvertible bank-notes and that, in consequence, 


1 Wealth of Nations (1776), Book IV, chap. 1. 
2 Ibid., vol. i, pp. 388-400. * Essays (Of the Balance of Trade). 


¢ Essay upon Money and Coins, Part I, p. 101. 
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there must be, as the basis for positive legislation, 
some theoretical determination of the normal money 
requirement were developments of which Smith and 
his immediate successors never dreamed. 


III 


The quiescence into which monetary discussion 
had sunk in the closing years of the eighteenth century 
was rudely disturbed by the Bank Restriction of 
1797. The ink had barely dried upon the Order in 
Council suspending the further issue of bullion, before 
the issues involved had become matters of active 
discussion in Parliament, and within two decades a 
controversial literature of extraordinary extent and 
intensity had developed. 

The earliest sentiment reflected Adam Smith’s 
opinions with hardly a change.’ In the House of 
Commons Sheridan voiced the popular dread that 
the cash payments once suspended “ the paper of 
this country would ultimately experience the fate of 
the French ”’ assignats or mandats since ‘“ both con- 
tained the idea of.compulsion.” * Fox asserted that 
bank-notes were depreciated, but he based the charge 
solely upon “ the extraordinary run upon the bank,” 
and urged in correction that the Bank should “ dimin- 
ish the quantity of paper, and reduce that dispro- 
portion which exists between paper and specie.” * 
Pitt refused assent to Nickoll’s proposed limitation 
upon the further issues of the Bank,‘ contending that 

1 The Wealth of Nations was cited repeatedly in the course of parliamentary 


debate upon the Restriction bills; see Parliamentary History, vol. xxxiii, 353, 386, 
522, 548-549, 563. 


Tbid., vol. xxxili, 64. Ibid., vol. xxxiii, 44, 74. 


4 Tbid., vol. xxxiii, 357. 
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paper was desirable “ if restrained within due limits,” 
and if “ more should not be issued than the country 
required.”” Such “ only limits’’ were — quite in the 
spirit of the Bank’s policy — ‘‘ the extent of the scale 
of commerce, and the nature of the securities on which 
accommodations should be granted.” ' Even Lord 
Liverpool in the “‘ Treatise on the Coins of the Realm,’ 
written at this period altho not published until 1805, 
went no further than to sympathize with Adam 
Smith’s contention that ‘“ there must be some limita- 
tion ” upon the Bank’s issues particularly in the matter 
of the smaller coin-displacing denominations, — as 
against the doctrine that “‘ by a new sort of alchemy, 
Coins of Gold and Silver, and almost every other 
sort of property, may be converted into Paper.” * 

Discussion entered upon a new phase with Pulteney’s 
denunciation of the Bank as a national danger which 
in the hands of an ambitious minister might “‘ become 
the means of establishing a fourth estate, sufficient 
to involve this nation in irretrievable slavery.” He 
charged the occasion of the Restriction to the ‘“ mis- 
conduct” of the Bank, proposed an earlier date 
(May 6 instead of June 24) for the resumption of cash 
payments than that recommended by the House 
Committee of Secrecy, and urged the propriety of 
establishing an independent bank in case the Bank of 
England could not resume payments at the time 
fixed.* 

Pitt had his majority well in hand and the House 
refused Pulteney even leave to bring in a bill; but the 
project continued to excite great public interest, and 
Macleod indeed ascribes the successful efforts of the 


Ibid., vol. xxxili, 356-357. 
2 A Treatise on the Coins of the Realm (1805), p. 228. 


* Parliamentary History, vol. xxxiii, 370, 393. 
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Bank Directors in 1800 to secure a renewal of the 
charter twelve years before its expiration to their 
alarm at the popular effect of Pulteney’s proposal.' 

The threat of Pulteney’s practical efforts, rather 
than the force of his critical reasoning stirred Sir 
Francis Baring, —Erskine’s ‘‘first merchant in Europe,” 
— to enlist the force of his name and the persuasive- 
ness of his argument in the Bank’s defence. In 
his ‘“‘ Observations on the Bank of England,’ * pub- 
lished in the spring of 1797, and in the “ Further 
Observations,” * issued some months later, after 
the policy of restriction had been definitely accepted 
by the Bank and sanctioned by the Government, 
Baring justified the original suspension and ranged 
himself in opposition to such radical proposals as an 
enlargement of the Bank’s capital or the organization 
of a rival institution. Averse to the Bank’s resuming 


1 Theory and Practice of Banking (2d. ed., 1866), vol. i, p. 405. Immediate 
resumption was urged in New Circulating Medium: being an Examination of the 
Solidity of Paper Currency, and its Effects on the Country at this Crisis (1797). An 
addition of ten millions to the Bank’s capital for the reduction of note circulation 
was proposed by Sir John Sinclair in Letters to the Governor and Directors of the 
Bank of England [1797]. The author of A Method of Increasing the Quantity of 
Circulating Moncey upon a New and Solid Plan (1799) suggested that there be issued to 
any fundholder transferring his stock to the Bank as trustee circulating “ stock notes’ 
to the amount of one fourth of the nominal sum so deposited. In the very much abler 
The Iniquity of Banking: or, Bank Notes proved to be an Injury to the Public, and 
the Real Cause of the Present Exorbitant Price of Provisions (1800), it was proposed 
to retire the Bank’s notes and to supply the gap with an equal quantity of “ national 
paper y,”’ the p ds to be applied in the first instance to the reduction of the 
national debt; see also Tierney’s speeches in the Commons debate of March, 1800, 
on the Bank Charter Renewal Bill (Parliamentary History, vol. xxxiv, 1). Allardyce, 
Address to the Proprietors of the Bank of England (1798), and Second Address to the 
Proprietors of the Bank of England Stock (1801) were influential as affecting the 
Bank’s relation to the public (cf. Ricardo’s Proposals for an Economical and Secure 
Currency, 1816, pp. 93-95); but they contained no contribution to monetary theory. 
Among the best of the pamphlets called forth by the high prices of 1800 were two by 
an anonymous author (Common Sense): The Cause of the Present threatened Famine 
traced to its Real Source (1800), and The Discharge of £37,000,000 of the National 
Debt (1800). 


2 Observations on the Establishment of the Bank of England, and on the Paper 
Circulation of the Country (1797). 


* Further Observations on the Establishment of the Bank of England, and on the 
Paper Circulation of the Country (1797). 
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payment during the war, while a possibility existed 
of being obliged to suspend again, and urging strongly 
that the notes be made a legal tender for all purposes, 
Baring nevertheless admitted that some efficient 
check and control must be put upon the Bank, both 
as against the self-interest of the proprietors and the 
influence of ministers. He proposed that this should 
take the form of limiting the amount beyond which 
the notes of the Bank should not be suffered to circulate, 
adding even that this aggregate ought not much to 
exceed the amount of what was then in circulation. 

Baring wrote as an apologist and an advocate, and 
his pamphlets were without trace of analysis or in- 
dependent inquiry. His equipment was that techni- 
cal detail of the banker made rigid and doctrinaire 
by a fixed and positive bias. He believed that ‘‘ from 
long experience, the Directors of the Bank must 
understand correctly the amount to which their notes 
can circulate without depreciation or discount ”’; he 
advised that country banks should be prohibited from 
issuing notes payable on demand; and he insisted 
that the Bank, as a corporate body, should be rendered 
independent of ministers. Whatever influence his 
pamphlet may have exerted was in the nature of 
admonition to the Bank. As a contribution to cur- 
rency theory its significance was nil. 

A very different spirit, however, spoke forth in 
Walter Boyd’s “ Letter to Pitt,” ! written in the 
closing month of 1800, and published early in the fol- 
lowing year. Boyd’s career had been remarkable. 
Established as an important banker in Paris, he had 
been exiled and his property confiscated in 1793. 


1 A Letter to the Right Honourable William Pitt, on the Influence of the Stoppage 
of Issues in Specie at the Bank of England; on the Prices of Provisions, and other 
Commodities (1801; 2d. ed. corrected, 1811). 
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He then settled in London, and speedily became a 
prominent figure in the financial life of the capital, 
a member of Parliament, and an influential adviser 
of Pitt.1 The stringency of 1797 found Boyd deeply 
involved in extensive transactions, and, failing the 
anticipated restoration of his confiscated French 
estate, the banking house of which he was a leading 
figure was forced to suspend. But the reverse was 
such as to bring no discredit upon the principal nor to 
delay the reorganization of his affairs. In 1800 Boyd 
was again, by the range of his experience, the readiness 
of his pen, and the extent of his connections, a con- 
spicuous figure in English financial circles. Thus the 
authorship no less than the content of his open letter 
to the Prime Minister “‘ on the influence of the stop- 
page of issues in specie at the Bank of England, on 
the prices of provisions, and other commodities,” was 
calculated to arrest attention and arouse discussion. 
The prime purpose of Boyd’s pamphlet was to 
demonstrate that the rise in prices which had gradually 
been taking place in England during the two years 
preceding and which had recently become notable had 
been brought about by an over-issue of the Bank’s 
paper. The actual fact of such a “great and general 
rise in prices” was accepted, not as in the case of 
Wheatley a few years later, upon the evidence collected 
by Arthur Young and Sir George Shuckburgh, but, 
more vaguely, upon “the concurring testimony of 
a whole community” evident in that “every man 
feels, in his abridged comforts, or in his increased 


1 In 1796 Boyd came to the fore as the author of a plan, approved by influential 
London merchants and submitted to the Government, for the relief of the prevailing 
stringency by the appointment of an unsalaried board who should issue, in discount 
of bills of exchange, short time interest-bearing notes, convertible into Bank of 
England paper. The plan was shelved by Pitt in favor of a proposed funding of the 
floating debt as recommended by the Bank; but for some time thereafter it engaged 
publio attention. 
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expences, the existence of this melancholy truth.” 
In the public controversies which immediately preceded 
the Restriction, Boyd had been loud in asserting that 
the contraction in Bank circulation was responsi- 
ble for the general fall in prices and the widespread 
distress. Now, with the reports of the parliamentary 
committees of 1797 clearly revealing the co-existence 
of the two facts even tho not demonstrating any 
causal relation, Boyd invoked the same principle of 
variation in currency supply, in reverse application, 
to explain the increase in prices. But that which, 
with respect to the fall of prices in 1797, Boyd 
had defended as “partiality for a favorite doctrine,” 
at best “ confirmed by the general conviction, which 
arose from the labors of the Committees of both Houses 
of Parliament,” —- he now enunciated, with respect 
to the rise in prices in 1800 as “‘a principle universally 
recognized”’ as “invariable in its operation, as the 
law of gravitation.” This principle, in its particular 
application, was “ there is the highest probability that 
the increase of Bank Notes is the principal cause of 
the great rise in the price of commodities and every 
species of unchangeable value,” and that ‘‘ the one is, 
to certain degree, the inevitable consequence of the 
other.” In its more general form it became a clear 
enunciation of the quantity theory: ‘the augmenta- 
tion of the quantity of money, or paper performing the 
functions of money, in a country, has a tendency to 
depreciate that money or paper.” In actual analysis 
Boyd was, however, obliged to rest his theory that the 
rise in prices was due to an increase in the Bank’s 
issues upon what he himself termed “ presumptive 
evidence.” At the time the pamphlet proper was 
written, no public statement of the amount of bank- 
notes in circulation had been made for a date later 
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than February 26, 1797, and, omitting the hypothesis 
that Boyd had some private information as to the 
conduct of the Bank — as indeed he might very pos- 
sibly have had — the pamphlet in its vigor and con- 
fidence is a remarkable piece of inferential reasoning. 

Boyd examined in turn the specific causes that had 
been advanced in explanation of the rise in prices, 
namely, the real scarcity of grain in consequence of 
scanty crops, the monopolizing of grain by forestallers 
and regraters, the great increase in the population of 
the country and the effect of the war, and denominated 
them all partial causes incapable of producing a general 
effect. On the other hand, it appeared that since 
February 26, 1797, the Bank of England had enjoyed 
the power of issuing notes without being obliged to 
pay them; that it was manifestly to the advantage of 
the Bank to extend its issues; and that the joint 
effect of such “ a positive degradation of the standard, 
and of a probable augmentation of the quantity of 
money in the country ” would be amply sufficient to 
account for as considerable a rise in prices as had 
actually taken place. Boyd fortified his conclusion 
that the rise in prices was in reality a depreciation 
of paper, due to relative over-issue, by citation of two 
positive facts: (a) the premium on gold bullion in 
the open market, equivalent to 9} per cent; and 
(b) the unfavorable character of the foreign exchanges, 
representing a difference of nearly 9 per cent. He 
referred in the most positive terms to these two phe- 
nomena as the invariable even tho not exclusive symp- 
toms of a relative over-issue of paper:! 


It is not merely because foreign exchanges are against us, or 
because bullion is very high, that I suspect there has been a great 
addition made to our currency (as there unquestionably has been 


1 Letter to Pitt, pp. 31-32. 
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an important change in its composition) but finding these strong 
symptoms, in common with so many others, I am fully warranted 
to ascribe them to the same great and general cause. An un- 
favorable exchange, and a high premium on bullion have existed, 
and may occasionally exist, from causes not only altogether dif- 
ferent from that to which I now attribute them, but of a contrary 
tendency; yet so inseparably are they connected with an excess 
of paper-currency, that such excess cannot possibly exist without 
being accompanied by them. If all the other symptoms of that 
supposed excess had existed, and our exchanges and bullion had 
remained unaffected, for any considerable time, I should have 


doubted the truth of my theory. 


Boyd’s pamphlet was written early in November, 
1800, but was not actually published until two months 
later. In the interval, the unfavorable exchange with 
Hamburg had risen from 9 per cent to 14 and the 
premium on gold had increased to something more 
than 10; per cent. Moreover, by the return to an 
order of the House of Commons, it appeared that the 
amount of bank-notes in circulation on December 6, 
1800, was £15,450,970, which exceeded the sum in 
circulation in February, 1797 (£8,640,250), by nearly. 
four-fifths of that circulation. Boyd incorporated 
these facts in a preface to his pamphlet as finally 
published, and they served in considerable degree to 
justify its argument and to extend its influence. 

The “ Letter to Pitt” elicited various rejoinders, 
and Sir Francis Baring again became conspicuous as 
the vigorous but ineffectual champion of the Bank’s 
policy. Assenting in the main to the “ well under- 
stood and universally admitted ” principles enumerated 
by Boyd, and characterizing the quantity theory as 
“no new discovery” but “the alphabet or first principle 
of every financier and merchant for above a century,” 


1 Observations on the Publication of Walter Boyd, Esq., M. P. (1801). In the 
anonymous Brief Observations on a late Letter addressed to the Right Hon. W. Pitt, 
by W. Boyd, Esq. (1801), disapproval of Boyd's doctrines was mingled with resentment 
at their publication “in the present critical situation of the country.” 
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Baring asserted that the confidence reposed in the 
paper of the Bank of England “ was, and is, unshaken 
and complete,” and that the Bank’s circulation had 
never been of such volume as to produce a high level 
of prices. 

As a result of the controversy all of Boyd’s essential 
contentions may be said to have been established. 
The generally accepted connection between the supply 
of money and the range of prices was brought afresh 
to the public mind. The fact of a large and abrupt 
increase in the Bank’s paper was made clear, and the 
principle that a rise in the price of bullion and a fall 
in the foreign exchanges were inevitable symptoms 
of an excess of paper currency, was enunciated with 
clearness and emphasis.' 

The vogue of Boyd’s pamphlet and the popularity 
of its proposals? were heightened by the course of 
external events. In 1802 the Peace of Amiens was 
concluded and the Bank seemed ready to resume 
specie payments. But Parliament extended the Re- 
striction until March 1, 1803, and almost at the same 
time judicial decision was rendered that bank-notes 
were not legal tender, and that gold might be demanded 
in redemption of a country bank-note. 

It was natural that the Bank’s policy of continued 
restriction should require new defence,* and in 1802 

1 In the Third Report of the Commons Committee of Secrecy (April 21, 1797; 
see Parliamentary History, vol. xxxiii, 441), in the Lords Report on the Affairs of the 
Bank (April 28, 1797; see ibid., vol. xxxiii, 449), and in the Commons Report on the 
State of the Bank (November 15, 1797; see xxxiii, 1026) — the state of the exchanges 
had been discussed in connection with the Restriction, but no definite theory had 
been set forth. Similarly Tierney, in debate, had said ‘‘ whether the course of exchange 


be unfavourable or favourable,” the Restriction would be continued (ibid., vol. xxxiii, 
1032). 


2 Bee the Earl of Suffolk’s speech in the House of Lords upon the motion respecting 
the paper currency of country banks (Parliamentary History, vol. xxxv, 1264). 


* In Considerations on the propriety of the Bank of England resuming its payments 
in specie at the period prescribed by the act 37th, George III (1802), Jasper Atkinson 
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appeared Henry Thornton’s “ Paper Credit.’’! The 
author, like Francis Baring, was one of the most 
substantial and respected figures in the financial 
world. A member of Parliament from Shrewsbury 
for twenty years past, a proprietor and governor of 
the Bank, Thornton’s position in the community was 
as “the representative of business among a group 
which, though small, was a marvellously well-equipped 
body of men, and of whom W. Pitt was the most 
prominent.”’ 

Thornton’s original purpose was ‘“‘ merely to expose 
some popular errors which related chiefly to the 
suspension of the cash payments of the Bank of Eng- 
land, and to the influence of our paper currency on 
the price of provisions.’”” But he succumbed to the 
ordinary temptation of the man of affairs in economic 
controversies, and eventually published a book of 
some three hundred pages. Poorly arranged, awk- 
wardly expressed, — for Thornton, like Ricardo, prob- 
ably spoke better than he wrote, — sometimes obscure 
and always prolix, Thornton’s work was a conscientious 
attempt to harmonize accurate detail and sound theory 
with practical bias and unsafe conclusion. His long 
experience in the money market, his intimate acquain- 
(whose authorship appears from his Letter to a member of Parliament, 1810, p. 1), 
had presented a turgid vindication of the Bank’s conduct braced by a denial of the 
fact of inflation and a proposal that the mandatory date of resumption be extended 
with discretionary power on the part of the Bank to act in the interval. The Utility 
of Country Banks Considered (1802) — a tract which McCulloch praised highly and 
reprinted in the Overstone Tracts on Paper Currency — contained many interesting 
details of the economic usefulness of the interior banks but repeated almost verbatim 
Adam Smith's theory of the automatic limit upon paper circulation. Guineas an 
unnecessary and expensive incumbrance on commerce; or, the impolicy of repealing 
the Bank restriction bill considered (1802; 2d ed., with appendix, 1803) was a 


pretentious advocacy of paper circulation, anticipating the cheapest sophistry of the 
later restrictionists. 


1 An Enquiry into the Nature and Effects of the Paper Credit of Great Britain 


2 Palgrave, Dictionary of Political Economy, sub Thornton. 
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tance with economic writing, and even his intellectual 
keenness and logical force were handicapped by his 
partisan espousal of the cause of the Bank and his 
unqualified defence of its past policy and present 
conduct. He might have produced either a valuable 
treatise on the theory of money, or a telling pamphlet 
on the Restriction controversy. But in attempting 
to do both, he failed in a measure to accomplish 
either. 

Yet withal, Thornton’s work was notable, if not for 
the practical conclusions which it deduced, for the 
information it conveyed and the theories it formulated. 
The mechanism of commercial credit, the technique 
of foreign exchange, the procedure of the Bank were 
described with a fullness of detail and an intelligence 
of interpretation novel to the economic writing of the 
day. Francis Horner selected it for his initial review 
in the first number of the newly established Edinburgh 
Review in October, 1802, and appraised it as “ the 
most valuable unquestionably’ of the publications 
occasioned by the Bank Restriction. Huskisson de- 
clared, “In this work . . . the reader will find the 
true principles of political economy united with the 
practical, I might almost say hereditary knowledge 
of a well informed merchant, and the extensive ex- 
perience of a great London banker.”! Even two 
generations later John Stuart Mill declared it “‘ the 
clearest exposition that I am acquainted with, in the 
English language, of the modes in which credit is given 
and taken in a mercantile community.” * 

Accepting the main outlines of Adam Smith’s exposi- 
tion, with occasional use of Hume, Locke, and Sir 


1 The Question concerning the Depreciation of our Currency stated and examined 
(1810), p. 100, note. 


* Principles of Political Economy (1848), Book III, chap. xi, §4, note. 
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James Steuart,! Thornton attained a general theory 


of paper credit by the correction and addition of 
particulars, in much the cautious manner in which 
revised economic theories emerged in the early nine- 
teenth century from out the commanding authority 
of the “‘ Wealth of Nations.” He insisted that rapidity / 
of circulation as well as positive amount were factors 
in the money supply, and for this as for other reasons 
it was incorrect to assume that there is a certain fixed 
quantity of paper, supplying the place of gold, which 
is all that “ can easily circulate or that should ever 
be allowed to be sent into circulation.’”” He made 
clear that an excessive issue of paper would lead to an 
export of gold, not by Adam Smith’s vague overflow 
of the “ channel of circulation,” but by a precise and 
regular mechanism of rising prices, unfavorable ex- 
changes, diminishing exports and increasing imports. 
Finally he definitely associated the state of the foreign 
exchanges with the market price of bullion as the 
absolute test of the value of paper currency: “ It 
is the maintenance of our general exchanges, or, 
in other words, it is the agreement of the mint price 
with the bullion price of gold which seems to be the 
true proof that the circulating paper is not depre- 
ciated.”* With these modifications, Thornton recog- 
nized that successive additions of paper to a currency — 
assuming no increase in trade to absorb the excess — 
would raise general prices and displace equivalent 
portions of gold, until the circulation consisted entirely 
of paper. Thereafter, if the quantity of notes should 
continue to be successively increased, the prices of 


1 Boyd's contribution, altho surely familiar, was dismissed with such incidental 
comment as might be expected from a Bank governor, a colleague of Baring and & 
champion of Pitt. 


2 Paper Credit, p. 191. 
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commodities would continue to rise, exports to decline, 
foreign exchange to fall, and an excess to appear in 
the market price above the mint price of gold. 

The clear and logical inference from Thornton’s 
principles, with respect to the Bank’s past conduct 
and present position, was that the Bank had come to 
grief in 1797 by an imprudent reduction of the bullion 
reserve, that the recurring high price of bullion and 
fall in foreign exchange since the Restriction were 
due to an excessive issue of paper, and that the remedy 
lay either in a reduction of the Bank’s notes to a 
point where these evils would disappear, or in com- 
pelling the Bank to resume gold payments. But 
from these necessary conclusions Thornton shrank, 
and indeed phrased his dissent in no uncertain tone. 
He asserted that the Restriction had been brought 
about neither through the recklessness of the Bank’s 
administration nor the cupidity of the Government, 
but that it was the unavoidable consequence of an 
unfavorable balance of trade, aggravated by a sudden 
alarm of foreign invasions. He added that the sub- 
sequent drain of gold was attributable to unfavorable 
foreign exchanges, ‘‘ produced partly by our heavy 
expenditure, though chiefly by the superadded circum- 
stance of two successively bad harvests.”” He denied 
that the Bank had materially and unwisely increased 
its paper issues since the Restriction. He insisted 
that the prosperity of the nation required that the 
circulation of the country be maintained at a certain 
amount and he concluded that any further contraction 
of bank-notes designed to correct the high price of 
bullion and the unfavorable exchanges was certain to 
produce more harm than good. 

Much of the obscurity and all of the prolixity that 
clouded Thornton’s work were eliminated in the 
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version in which it attained its greatest vogue and 
exerted its largest influence — Francis Horner’s ex- 
pository review in the first number (November, 1802) 
of the Edinburgh Review. ‘The analysis of Thornton 
cost me a considerable degree of trouble; but this 
labor has served to break up the ground in one of the 
most necessary fields of political economy,” Horner 
wrote in his journal in September, 1802; and added 
that he had given the review to the press in a very 
rude form, altho his aim had been to mold the irregular 
materials of the original work into a useful arrangement. 
However short of its author’s ideal the review may 
have fallen, it succeeded in laying before an influential 
public a succinct statement of the theory of paper 
money and an accurate description of the existing 
credit mechanism, and at the same time suggested 
that which it did not expose, — the defects in Thorn- 
ton’s explanation of the influence of the existing paper 
currency upon the actual state of prices. 


The Treaty of Amiens was concluded in April, 1802, 
and the Bank professed readiness to redeem its notes 
forthwith. But the shadow of an insecure peace 
hung over England and in the very month in which 
the definitive treaty was signed, Addington, alleging 
political expediency as its prime justification, carried 
through a bill for the continuation of the Restriction 
until March 1, 1803. 

By the end of January, 1803, the hope of averting 
the rupture with Napoleon had gone,’ and a fortnight 
later the Government moved for further continuation 
of the Restriction. This time the debate was dis- 
tinctly reactionary. The Chancellor of the Exchequer 


1 Parliamentary History, vol. xxxv, 541. 
2 Smart, Economic Annals of the Nineteenth Century, 1801-1820 (1910), p. 64. 
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insisted that a period of unfavorable foreign exchange 
prevented resumption, and even Thornton agreed that 
“the Bank could not with safety be opened unless 
the exchange was favorable to this country.”’ Tierney 
filed a mild caveat, declaring with some justice that 
“no other ground was laid for the present motion, 
but that the exchange with Hamburg was at par.” 
Fox contended that “ as long as our currency continued 
bad, the exchange was against us,’ and proposed a 
committee of inquiry.’ 

A much more effective stand in opposition was taken 
by Lord King in the House of Lords.? In a strong 
speech of protest, bristling with striking facts and 
sound arguments, he insisted that “from the time 
the restriction was first imposed, the course of exchange 
began to turn against this country in various propor- 
tions to the quantity of paper in circulation.”* Two 
months later the debate on the Irish Bank Restriction 
Bill afforded Lord King opportunity for explicit reitera- 
tion of his opinions, centering in the contention that 
the extraordinary increase in the Irish Bank’s circula- 
tion “‘ was the circumstance which sufficiently ac- 
counted for the balance of trade being so unfavorable.’’ 

In the late spring of 1803, Lord King published the 
substance of what he had sought to impress upon 
Parliament, in “‘ a more correct and extended form,” — 
a loosely printed pamphlet of less than a hundred 
pages, bearing the title ‘‘ Thoughts on the Restriction 
of Payments in Specie at the Banks of England and 


1 Parliamentary History, vol. xxxv, 1149, 1155. 


* The Earl of Moira alone concurred with Lord King; Pelham and Sheffield echoed 


* Parliamentary History, vol. xxxv, 1157. 
* Parliamentary History, vol. xxxv, 1247. 
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Ireland.’? In both form and content Lord King’s 
pamphlet was a remarkable contrast to the prolix 
obscurity of Thornton’s essay, and the heated temper 
of Boyd’s performance. Clear and concise in expres- 
sion, restrained and dispassionate in spirit, persuasive 
in argument and conclusive in evidence, the ‘‘ Thoughts 
on the Restriction ” was fitted to become, as it speedily 
did, the epitome of what had already been written in 
sound criticism and in reasonable interpretation of the 
Bank’s course, no less than the inspiration of future 
effort in the same direction. 

Starting out by showing the error of Adam Smith and 
earlier writers in contending that the circulating 
medium of a country should form a definite percentage 
of its wealth, and making clear that a paper circulation 
could not be determined in proper amount either by 
sound commercial discounting or by mere banking 
solvency, Lord King summarized his further argument 
succinctly. The use of paper money is justifiable only 
if it serve as a just medium of exchange. This involves 
that it be exactly equivalent to that quantity of the 
precious metals which would otherwise be employed 
for such purpose. To preserve this equivalence a 
paper currency must be “ immediately and uncondi- 
tionally convertible into specie ’’ — failing which it is 
in constant danger of being depreciated by excessive 
issue. A depreciation of currency produces a corres- 
ponding effect upon all exchanges and prices. But 
general prices are subject to serious variation from 


1 As late as 1877 Francis A. Walker assented to Senior’s opinion that, ‘‘ It contains 
so full and, in the main, so true an exposition of the theory of paper money, that after 
more than forty years of discussion, there is little to add to it or correct '’ (Money, 
p. 352). A “second edition enlarged, including some remarks on the coinage,’ was 
published in 1804 under the title Thoughts on the Effects of the Bank Restrictions, 
and was included (pp. 47-161) in Earl Fortescue’s edition of Lord King’s Speeches 
and Writings (1844). The original edition, like Thornton’s Paper Credit, was re- 
viewed by Francis Horner in the Edinburgh Review (July, 1803). 
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many causes. Hence the market price of bullion 
and the state of foreign exchanges may be selected 
“as furnishing in conjunction the most accurate 
criterion of the pure or depreciated state of a currency.” 
If the depreciation be considerable, it must in all 
cases be clearly discovered by these tests.! 

More notable even than the clearness and force 
with which Lord King enunciated the theory of paper 
money was the wealth of convincing detail with which 
he fortified his theory and confirmed its application 
to contemporary monetary events. He collected 
and presented in parallel columns the rates of exchange 
upon Hamburg, Paris, and Dublin, and the market 
price of standard silver, month by month from 1789 
to 1803, together with the amounts of outstanding 
bank-notes of the Banks of England and Ireland 
respectively, as reported quarterly from 1797 to 1803, 
all designed to show that “the advance in price of 
bullion and the depression of the exchange have 
corresponded in a very remarkable degree with the 
increased amount of Bank notes since the restriction 
of payments in specie.” He called attention to the 
fact that the course of exchange with Lisbon and 
Dublin had been much in favor of London, tho at the 
same time in a most unfavorable state with Hamburg 
and other parts of the Continent. In explanation 
he added that on the one hand the currency of Lisbon 
had been for some time composed of a paper circula- 
tion issued by the Portuguese Government during the 

1“ This great law which we have designated Lord King’s Law of Paper Money, 
because he bore the most conspicuous part in establishing it '’ (Macleod, “* Banking in 
England " in Banking in all Nations, 1896, vol. ii, p. 20). Elsewhere Macleod asserts 
that it is to Boyd, Lord King, and Thornton, that “‘ the merit is due of establishing this 
principle, which is as important in the subject of currency as the Newtonian law of 
gravity is in astronomy " (Theory and Practice of Banking, 2d ed., 1866, vol. li, p. 4); 


and in still another connection the same writer hesitates as to ‘‘ whether strict justice 
does not demand that it should be attributed to John Law ” (Dictionary of Political 


Economy, 1863, p. 96). 
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late war; and that, on the other hand, during the 
period in which the issues of the Bank of England 
had increased one half, the issue of the Bank of Ireland 
had quadrupled, and that the currency of Dublin, 
consisting of notes of the Bank of Ireland, was de- 
preciated in much greater degree than the currency 
of England. He invited attention to such significant 
facts as that the difference between the currencies of 
Dublin (exclusively Bank of Ireland notes) and Belfast 
(specie or the notes of private bankers payable in 
specie) had produced an actual exchange between 
the two places in favor of the latter. And he reminded 
by specific examples that an unfavorable balance of 
trade could never occasion any greater difference in 
the state of the exchange above par than would defray 
the cost of exporting bullion. 

In November—December, 1803, the Government, 
with the prospect of a long war, moved for a further 
continuation of the Restriction for a period sub- 
sequently fixed as six months after the conclusion of 
a definitive treaty of peace. Debate in the House 
of Commons was perfunctory. But in the Lords 
more spirit was shown, and a little later, in connection 
with the proposal to extend the restriction to the 
Bank of Ireland, discussion under the leadership of 
Lord King reached a new level of candor and discern- 
ment. Naturally enough the extravagant perform- 
ances of the Irish Bank received chief attention, and 
one practical result of the debate was the appointment 
in the spring of 1804 of the committee “to inquire 
into the State of Ireland, as to its Circulating Paper, 
its Specie, and Current Coin, and the Exchange be- 
tween that Part of the United Kingdom and Great 
Britain.” 

The Committee examined some twenty witnesses 
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and presented to the House in June, 1804, a carefully 
prepared report with minutes of evidence and statistical 
appendices.!_ Macleod characterizes the Irish Report 
as ‘‘ one of the great landmarks of Political Economy,”’ 
and declares that “in the main subject of its inquiry, 
and the principal doctrines it lays down,” the Irish 
document anticipates the more famous Bullion Report 
of six years later.2. Even tho it fall short of this esti- 
mate, the Irish Report, both in spirit and in content, 
was an important and influential record. It established 
the fact and set forth the extent of the unfavorable 
exchange between London and Dublin. It stated in 
the clearest manner that the cause of the unfavorable 
exchange was the unlimited and over-abundant issue 
of notes by the Bank of Ireland and their con- 
sequent depreciation, and that this in turn had been 
made possible “‘ by releasing the Bank from performing 
their engagements, and by taking away from them 
the former criterion, namely the diminution of their 
Gold, which they were accustomed to look to for 
judging when their Paper became excessive.” For 
the correction of these evils, ‘‘ the great and effectual 
remedy ” would be “ the Repeal of the Restriction 
Act from whence all the evils have flowed”; but 
inasmuch as the sudden adoption of such a course 
would under existing conditions involve the Irish 
banks in extraordinary expense and difficulty, the 
Report recommended that the Bank of Ireland be 
obliged ‘“‘to give Bank of England Notes in ex- 
change for their own on demand, or to make their 


1 Report, Minutes of Evidence, and Appendix, from the Committee on the Cir- 
culating Paper, the Specie, and the Current Coin of Ireland; and also, on the Exchange 
between that Part of the United Kingdom and Great Britain [May and June, 1804; 
reprinted May, 1826). 


* Dictionary of Political Economy (1863) sub. Banking Works and Bullion Report; 
Sumner’s opinion is similar, see History of American Currency (1884), p. 283. 
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own exchangeable for them in London, or to give 
Bills of Exchange on London for them.” In even 
more emphatic terms the Report registered the opinion 
that even with such provision “it is incumbent on 
the Directors of the Bank of Ireland, and their indi- 
spensable duty, to limit their Paper at all times of an 
unfavourable Exchange during the continuance of 
the Restriction, exactly on the same principle as 
they would and must have done in case the Restriction 
did not exist; and that all the evils of a high and 
fluctuating Exchange must be imputable to them 
if they fail to do so” — it being understood that any 
reduction of outstanding paper be done “ cautiously 
and gradually.” 

A month before the appointment of the Irish Com- 
mittee, Henry Parnell, a member of the Irish parliament 
since 1797 and the representative of Queen’s County 
in the first united parliament, published his ‘‘ Observa- 
tions upon the State of Currency in Ireland and upon 
the Course of Exchange between Dublin and London.’ 
Parnell’s pamphlet was a graphic and convincing 
application to Irish currency affairs of the theories 
enunciated by Thornton, Horner, and King. Of 
these the influence of Lord King’s ‘‘ Thoughts” was 
paramount. Parnell made uncontrovertibly clear, 
with respect to the Bank of Ireland, the facts of an 
automatically regulated note issue prior to the Re- 
striction, of a relatively excessive emission since that 
time, of a depreciation of paper attested by the pre- 
mium on gold, by the unfavorable foreign exchanges, 
and the discount on paper. Interpreting these con- 
ditions in the spirit of Lord King’s principles, Parnell 
brought specific charges against the Bank of England 
“of inundating the country with its paper; of di- 


1 London and Dublin, 1804. 


THE THEORY OF MONEY 461 


minishing the value of the greatest portion of the 
property of the country; of establishing a ruinous 
rate of exchange; and of bringing upon the state all 
the calamities attending a depreciated currency.” 
As an effective but conservative remedy for the Bank’s 
power of “ fixing the assize of property,” Parnell 
urged Lord King’s proposition that the Bank of 
Ireland be obliged to convert its notes, on demand, 
into Bank of England paper, thus entailing a gradual 
diminution of the quantity of Irish paper in circulation, 
an improvement of the exchanges, and a reduction 
of the premium on gold. 

Altho Parnell’s primary concern was with the local 
circumstances of Irish currency and exchange, he 
insisted that the conclusions contributed “ much to 
explain the science of currencies in general, and to 
corroborate the opinions of those who maintain that 
the currency of England is depreciated.” He refuted 
the “ ministerial argument ”’ that the continuation of 
the restrictions was necessary, in view of unfavorable 
exchanges with the continent, to prevent gold from 
being taken out of circulation and exported, and he 
urged the removal without delay of “ the origin of all 
the evils which are complained of, and are still to be 
apprehended.” A month later Parnell’s argument 
and conclusion were confirmed by the publication of 
the House Committee Report, and a summary of the 
evidence was appended to the third edition of his 
essay. 

The presentation of the Irish Report was the occasion 
of a further series of controversial pamphlets, the most 
ambitious being John Leslie Foster’s ‘‘ Essay on the 
Principle of Commercial Exchanges, and more par- 
ticularly of the Exchange between Great Britain and 
Ireland: with an inquiry into the Practical Effects of 
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the Bank Restrictions.”' The author, a young Irish 
barrister who had removed to London and had been 
admitted to Lincoln’s Inn, undertook to examine the 
system of commercial intercourse between Great 
Britain and Ireland and as preliminary thereto “ to 
establish fixed and general principles on the subject.”’ 
As compared with Thornton, King, and Parnell, Foster’s 
paper was prosy, wearisome, and didactic. All his 
theory was derived from King and all his data had 
already been used by Parnell. But his very crass 
didacticism served to emphasize certain sound prin- 
ciples by sheer reiteration: an unfavorable balance of 
trade cannot explain a continuous unfavorable ex- 
change; an excessive issue of currency is comparable to 
a debased or seigniorage-charged currency; a metallic 
currency can never remain excessive, by reason of 
efflux; an inconvertible paper currency is likely to 
become excessive; sound discounting of commercial 
paper is no adequate precaution against over-issue; 
a@ premium on gold, a discount on paper, and a con- 
tinuous unfavorable exchange are infallible symptoms 
of an excessive and therefore a depreciated currency. 
Like Parnell, Foster insisted that the reduction of the 
amount of currency would effect the correction of an 
unfavorable exchange and would constitute the remedy 
for its depreciation; he urged the legal requirement 
to redeem its notes in Bank of England paper as the 
proper corrective of the Bank of Ireland’s condition.’ 


1 London, 1804. 


2 So too, in Thoughts on the Alarming State of the Circulation, and on the Means 
of Redressing the Pecuniary Grievances of Ireland (1805), the Earl of Lauderdale 
placed himself in emphatic agreement with the contentions of the Irish Report that 
the unfavorable exchange and the premium on gold were proofs of the depreciation 
of the Bank of Ireland’s notes, and that excessive issue was the sole cause of such 
depreciation; going farther than the half-hearted palliatives of the Report, Lauderdale 
insisted that the reduction of the quantity of Bank paper was the only remedy for the 


existing evil. 
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Neither the Irish Report nor the controversy that it 
provoked resulted in legislation and the actual im- 
provement in the Irish circulation grew out of the more 
discreet conduct of the Bank of Ireland. 


Boyd, Thornton, Lord King, Foster, and Parnell — 
even Lord Liverpool and the Earl of Lauderdale — 
wrote as tractarians and pamphleteers. The nearest 
approach ' in the period from 1797 to 1809 to an in- 
dependent expositor of monetary principles was John 
Wheatley of Shrewsbury. Lightly regarded by con- 
temporaries, completely ignored by successors, the 
barest details of Wheatley’s personal life have been 
forgotten. His name does not even appear in the 
“ Dictionary of National Biography,” and so diligent 
astudent as J. D. Rogers has been obliged in an interest- 
ing appreciation in Palgrave’s “‘ Dictionary of Political 
Economy ”’ to dismiss his biography in a parenthetical 
“ fl, 1803-1822.” 

Wheatley’s title to distinction in the development 
of monetary theory rests upon two works. The first 
of these, “‘ Remarks on Currency and Commerce,” a 
loosely printed octavo, was offered to the public in 
1803, in the train of Thornton’s “ Paper Credit ”’ rather 
as “ the prospectus of a future work than as a distinct 
treatise.” The more ambitious “‘ Essay on the Theory 
of Money ” saw light four years later as a dignified 
quarto of some 380 pages, with a second volume then 


1 Despite its pretentious title, Thomas Smith’s Essay on the Theory of Money 
and Exchange (1807; 2d ed., 1811) was a dull defence of the Restriction, evoked by 
the Irish Report, and of interest solely for the extravag of its expressions (‘‘ the 
Restriction Bill was one of the wisest acts that ever was passed; . . . if the Directors 
have erred at all, it has been in issuing too few Notes.) The book was reviewed by 
James Mill in the Edinburgh Review of October, 1808, and indirectly influenced the 
subsequent course of monetary discussion (cf. Hollander, David Ricardo, 1910, p. 44). 


2 Of modern writers on money, Professor H. S. Foxwell has in various places 
recognized Wheatley’s doctrinal importance. 
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promised but not actually realized until 1822, and then 
only as a reflex of new controversies." 

In literary manner Wheatley was ponderous, ar- 
chaic, and prolix, suggesting the stilted formalism of 
Sir James Steuart in striking contrast to the crisp 
readableness of his pamphleteer contemporaries. As 
critic he was unsympathetic and acrid, his estimates of 
men and doctrines being often hypercritical and some- 
times vitriolic. But his theory of money was positive 
and explicit, its fundamental doctrine being enunciated 
not as an incident to or corollary of any general dis- 
cussion, but as a central, dominating principle. Upon 
it he based all his criticisms of earlier monetary opin- 
ions and from it he derived all of his practical proposals. 

Taking up the thread, with a characteristic dis- 
regard of intervening writers, virtually at the point at 
which Adam Smith had permitted it to drop, Wheatley 
insisted that in the commercial intercourse between 
nation and nation money is ‘“‘ the measure of equiva- 
lency,”’ that is, its value or general purchasing power is 
everywhere identical — subject only to the friction of 
conveyance costs and trade restrictions.* It is to this 
“‘ great principle of the level of money,” that we must 
turn for the solution of ‘ almost every other mystery 
in which the science of financial economy has been 
hitherto involved.’’ 

The value of money in any one country being 
determined by its amount, the greater the quantity 
in circulation the lower will be its standard and the 
higher will be the price of all things. Accordingly 
it follows: ¢ 

1 A part at least of this second volume was sent by Wheatley to Ricardo, and 


Ricardo’s acknowledgement (Brit. Mus. Add. mas. 29,764, f. 44) is reprinted in 
Bonar and Hollander (ed.), Letters of Ricardo to Trower (1899), pp. 159-160. 


2 Essay, pp. 45-46. § Ibid., p. 97. 4 Ibid., p. 48. 
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that no one nation can possess a greater or less currency than its 
due proportion, than that proportion which is competent to cir- 
culate its produce at par with other countries; that in whatever 
instance it should be augmented above this proportion, foreign 
produce would be attracted by the advance in its market, and take 
off the surplus currency; that in whatever instance it should be 
reduced below this proportion, foreign bullion would be attracted 
by the cheapness of its market, and supply the requisite addition; 
and that no permanent variation can be effected in the value of 
money to prevent its universal agency as a common measure of 
equivalency. 


High prices in a particular country are therefore a 
passing phenomenon; universal high prices are in 
reality only a test that the aggregate currency of the 
world has increased in a greater proportion than its 
aggregate produce.' The course of exchange registers 
the relative value of money in different countries. 
If all countries could at all times accurately employ 
the several amounts necessary to preserve uniform 
correspondence in respective prices, the exchange 
between them would invariably be at par. The fact 
that the course of exchange departs from par, at least 
by a greater margin than is represented by the expense 
of transit, indicates a disproportionate increase in 
the local currency and a depreciation in its value. 

If such relative excess of currency be caused by 
the accumulation of specie, the course of exchange 
becomes unfavorable, and by leading to the efflux and 
distribution of the surplus specie, it maintains in- 
violable the level of money.? If the excess be due 
to an over-issue of bank-notes convertible into specie 
at the option of the holder, the course of exchange 
causes its return to the banks till the equivalence of 
money value is restored. So long, therefore, as the 
currency of a nation consists of a paper convertible 


1 Essay, p. 51. * Essay, pp. 66-67. 
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at option into specie, no permanent excess can be 
effected; as the course of exchange will invariably 
prevent any given amount, expressive of a given sum, 
from measuring less value than the same sum in other 
countries, and will present an insuperable bar to its 
increase beyond the correct proportion.' But if the 
paper of a country be not convertible into specie at 
the option of the holder, and a relative excess of cur- 
rency ensue from its over-issue, being neither like 
specie qualified for exportation, nor like paper con- 
vertible into specie obnoxious to a forced contraction, 
the course of exchange has no other means of causing 
the same sum to express in that country the same 
value which it expresses in others, than to reduce it 
to a discount in proportion to its excess. 

More than this, a premium on gold was associated 
by Wheatley with a fall in the exchanges as an un- 
mistakable symptom of the fact of monetary deprecia- 
tion and the measure of its extent: * 


the price of a foreign bill was an accurate criterion of the value of 
money in the country upon which it was drawn, and distinctly 
demonstrated to what extent a given sum abroad would purchase 
a greater quantity of produce than a similar sum at home. Specie, 
therefore, would bear a premium commensurate with the premium 
on a foreign bill, and no longer participating in the degraded 
condition of the paper, would resiliate to its level, and be main- 
tained at the same value with the value of money in other countries. 


Wheatley’s practical proposals for the correction of 
prevailing monetary ills—the withdrawal of issue 
powers from the country banks and the redemption 
of the Bank of England’s notes of less than £5 de- 
nomination — were distinctly feebler than his theoreti- 
cal analysis, and this is doubtless the real explanation 
of his minor réle in subsequent currency debate. 


‘Essay, p. 69. 2 Essay, p. 70. 
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But the effect of his theoretical writing was, by fulness 
of detail and sequence of argument, to establish that 
which he contributed as well as that which he merely 
restated. From 1807 on, the propositions (a) that 
the normal supply of a country was the amount which 
would keep its price level on a par with that of other 
countries, (b) that any addition effected redundancy 
and depreciation, (c) that the proof and measure of 
such depreciation was the fall in the foreign exchanges 
and the premium upon gold bullion, (d) that incon- 
vertible paper would circulate without depreciation 
and concurrently with specie, if the aggregate amount 
of such paper and specie did not exceed the normal 
monetary supply could be described as definite 
and familiar monetary doctrines. 


In the two years from 1807 to 1809 currency dis- 
cussion was again relatively inactive. The Bank, in 
part restrained by the temper of parliamentary debate 
and the quality of public opinion, in part affected by 
the coincidence between its rate of discount and 
the market rate of interest, followed a policy at first 
such as it might have adopted in a period of cash pay- 
ments. But new conditions were preparing. The 
close of 1807 found England not only excluded by the 
events of the war from commercial intercourse with 
continental Europe, but limited by orders in council 
and non-intercourse acts and embargoes in trade with 
the United States. The reduction and in some cases 
the total failure of foreign supplies were aggravated 
by a succession of unfavorable seasons and deficient 
crops, resulting in a rapid advance of prices and 
feverish speculation and hazardous over-trading. The 
extravagances of South American trade in 1808 and 
the tempting gains of contraband trade with conti- 
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nental ports attracted a host of speculative adventurers 
and gave a reckless tone to the whole English world 
of commerce. 

In the financial field the results were those inevitably 
attendant upon highly speculative periods — “‘ a great 
briskness in the general circulation; a rapidity in 
the interchange between goods and money or credit ”’; 
an increase of credit transactions; an enlargement 
of private country bank paper, and an extension of 
Bank of England notes. The Bank expanded its 
issues uninterruptedly through 1808 and 1809, the 
total circulation increasing from £17,467,170 in No- 
vember, 1808, to £18,646,880 in May, 1809, to £19,- 
811,330 in August, 1809. The Hamburg exchange 
fell from 30s. 8d. in January, 1809, to 27s. 8d. in Decem- 
ber, 1809, and the price of gold bullion fluctuated 
from £4 9s. to £4 12s. per oz. — the market price at £4 
10s. being about 153 per cent above the Mint price.’ 

These were conditions certain to attract attention 
anew to currency matters. On August 29, 1809, 
Ricardo appeared as an earnest but timid contributor 
of an unsigned paper on “ The Price of Gold” to 
The Morning Chronicle. Comment elicited response, 
and further criticism excited rejoinder — culminating 
in the publication early in 1810 of Ricardo’s tract 
on the “‘ High Price of Bullion, a Proof of the De- 
preciation of Bank Notes.” With it the development 
of monetary theory entered, in external form at least, 
if not in doctrinal content, upon a new stage, the 
study of which lies beyond the scope of the present 


paper. 


' 1 Tooke, History of Prices (1838), vol. i, p. 273 et seq. 
* Tooke, Thoughts and Details on the High and Low Prices of the last thirty 
years (1823), p. 103. 


* Report, together with minutes of evidence, and accounts from the Select Com- 
mittee on the High Price of Gold Bullion (1810), pp. 1, 189, 207. 
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IV 


A final question remains to be considered: why 
should the phase of monetary theory, whose develop- 
ment has thus been reviewed, figure in the history of 
economic thought as a distinctively “ Ricardian ” 
doctrine? It would appear that parallel with the 
course of monetary events from 1776 to 1810 ran 
a current of criticism and comment tending more and 
more to clear understanding and exposition, and that 
what are commonly regarded as Ricardo’s important 
currency contributions were neither new and inde- 
pendent analyses of contemporary monetary events, 
nor fresh deductions from general economic principles. 

As a matter of fact, Ricardo’s early currency pam- 
phlets represent a discriminating acceptance of pre- 
vailing monetary theories, made precise by faultless 
logic and’ intimate knowledge of monetary affairs, 
and made forcible by an effective literary manner. 
There was little in the positive content of the ‘‘ High 
Price of Bullion” that had not been said before and 
even said better. The theory of the distribution 
of the precious metals had been successively presented 
by Locke, Hume, Steuart, Foster, and Harris. The 
theory of inconvertible paper money and “ the unerring 
tests”” of inconvertibility had been made clear by 
Lord King and John Wheatley, and Ricardo undertook 
indeed to “add but little to the arguments which 
have been so ably urged”! by the former vigorous 
writer. The policy of the bank had been arraigned 
with varying emphasis by Boyd, Horner, Thornton, 
Foster, and Parnell, and Ricardo’s expressions only 
renewed and confirmed such judgments. 


1 High Price of Bullion (1810), Introduction. 
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The clear forcible restatement of these theories, in 
association even tho not in sequence, together with 
the admirable illustrative and confirmatory equipment 
which the monetary events of the latest years afforded, 
the unequivocal form in which legislative termination 
of the Restriction was urged as the remedy for existing 
disorders — would have made Ricardo’s performance, 
emanating as it did like Baring’s, Boyd’s, and Thorn- 
ton’s writings from a distinguished member of the 
financial community, an interesting, even a notable 
tract of the times. But it is unlikely that there would 
have been other results than this. 

It is to the controversial paragraphs, the most 
characteristic parts of the essay— and even more, 
of its sequel, the “‘ Reply to Bosanquet ’” — that we 
must turn to appreciate the larger influence exerted 
by Ricardo’s tracts, as compared with the work of 
predecessors and contemporaries. It was because, 
not content with restating a positive theory, Ricardo 
set up in succession and demolished in turn, sometimes 
completely, always plausibly, every opposed argument 
in written criticism or current opinion, that the doc- 
trines of the “ High Price of Bullion,” reiterated and 
amplified a few months later in the report of the 
Bullion Committee, were associated thereafter in 
exclusive authorship with the name of Ricardo. A 
theory which had a dignified parentage was refurbished, 
defended from doctrinal attacks, justified by con- 
temporary events, vitalized by urgent timeliness, and 
vindicated against current criticism. A standard 
was planted, the field cleared, and an alert and resource- 
ful champion held the lists. 


Jacosp H. 


Jouns Hopxins UNIVERSITY. 
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RAILWAY RATE THEORIES OF THE INTER- 
STATE COMMERCE COMMISSION. III. 


SUMMARY 


VI. Competition (continued), 471.—4. Export rates, 471.—5 
Competition between producers, 492.6. Competition to prevent 
a transportation monopoly, 497. — VII. Class and sectional interests, 
501.— 1. Domestic versus foreign producers, 503. — 2. Vested in- 
terests, 504. — VIII. Fair return on investment, 513. — 1. Develop- 
ment of the theory, 514. — 2. Rates in general, 516. — 3. Particular 
rates, 524. IX. General summary and conclusions, 528. — Essen- 
tial points in a theory of governmer:t-regulated rates, 535. 


VI. Competition (continued) 
4. Export rates 


Two questions are raised in connection with this 
interesting group of cases: (1) Do carriers serving 
different seaports have a right so to adjust their 
rates as to promote the export trade of the ports 
served by them? (2) If this is done, is the carrier 
thereby placed under obligation to grant the same 
rates on goods carried to these ports for domestic 
consumption as it gives to the export traffic ? 

In attempting to answer these difficult questions 
the Interstate Commerce Commission has had to 
consider a vast amount of evidence and listen to 
many able arguments presenting various views as 
to the principles involved. Its own conclusions 
show the influence exerted on the minds of the Com- 
missioners by these opposing arguments and con- 
flicting testimony, and make it difficult for the analyst 
to discover the leading principle involved in the 
final decision. Yet, throughout all the reasoning 
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of the Commissioners, there is evident a desire on 
their part to preserve competition between the various 
ports and between the carriers leading to these ports, 
and also to make it possible for American producers 
to meet the competition of foreigners in the over-sea 
market. We may, therefore, without much hesita- 
tion, treat these cases under the heading of competi- 
tion. 

The questions just presented first came before 
the Commission shortly after its organization in the 
shape of a request ' for its decision as to whether or 
not it was illegal “ for railroad companies connecting 
Boston with western points to make the rates from 
such points to Boston upon grain and provisions for 
export as low as the rates to New York, altho the 
rates upon like property for local consumption are 
higher to Boston than to New York, the distance 
being somewhat greater.”” The Commissioners ren- 
dered no formal decision in the matter but informally 
replied that it was not illegal. The desire to preserve 
competition between the two ports with reference 
to the export trade of the country was the reason 
given for this informal opinion. 

Not long after this a formal hearing was given to 
a case brought before the Commission? in which 
that body was asked to grant an order compelling 
the defendant carriers to make as low rates on goods 
sent to Boston for domestic consumption as they 
gave on the same traffic when taken to New York. 
The contention was that since equal rates were given 
to the two cities on goods intended for export and 
it cost no more to haul goods for domestic consump- 


1 In re Export Trade of Boston, 1 I. C. C. Rep. 24. 


2 Boston Chamber of Commerce v. L. 8. & M. S. R’y Co. et al., 1. I. C. C. Rep. 
436. 
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tion than when they were to be exported, the two 
cities should have the same rates on their domestic 
traffic. We have already seen ' that the Commission 
denied this plea on the ground that the natural ad- 
vantages possessed by New York entitled her to 
lower rates on goods intended for domestic consump- 
tion. 

The next case to bring these questions before the 
Commission was that of The New York Produce 
Exchange v. The New York Central and Hudson 
River Railroad Company et al.? It appeared from the 
evidence submitted that the carriers known as the 
Trunk Lines were in the habit of accepting as their 
share of the through export rate to European ports 
ten cents or more per hundred pounds less than the 
published domestic rates to New York City. The 
purpose of the discrimination was evidently to favor 
the export trade of New York. The Commission 
seems to have preferred not to discuss at this time 
the question as to whether it was legitimate as a 
general principle to charge lower rates on traffic in- 
tended for export than on that intended for domestic 
consumption. Its decision in the present case was 
against the continuance of lower export rates at New 
York, but the reason cited was that ‘‘ any method 
for making rates should be practicable, and not afford 
a cover for discrimination and injustice.’’ The only 
practicable method of making export rates, it was 
said, was to add the established inland rate from the 
interior to the seaboard to the current ocean rate. 

The task of attempting a settlement of the con- 
troversy between the seaboard cities as well as between 
the trunk lines over export rates could not much 


2 Quarterly Jougnal of Economics, February, 1911, vol. xxv, pp. 294-296. 
231.C. C. Rep. 137. 
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longer be evaded and in 1898 such a settlement was 
attempted by the Commission, after a thoro in- 
vestigation, in the case of The New York Produce 
Exchange v. The Baltimore and Ohio Railroad Com- © 
pany et al. 

The complainant in the case attacked the differen- 
tials on grain, flour, and provisions made by the various 
lines from the West in favor of Philadelphia, Baltimore, 
and other cities. As compared to New York rates 
these differentials favored Philadelphia to the extent 
of 2 cents per 100 pounds, while Baltimore, Newport 
News, and Norfolk received a differential of 3 cents 
per 100 pounds. Boston, on the other hand, paid 
the same rates on export traffic as were paid to New 
York. The differentials applied to freight of all 
classes shipped from Chicago and from territory 
between Pittsburg and the Mississippi river and 
between the Ohio river and the Great Lakes. The 
differentials were somewhat less on traffic coming 
by the Great Lakes and on that carried on commodity 
tariffs, but in all cases the rates on export traffic 
were lower to Philadelphia and Baltimore than to 
New York. 

The history of the differentials showed that they 
had been applied in one form or another since 1869. 
They had given rise to many contentions between 
the cities on the Atlantic seaboard and had caused 
many destructive rate wars between the carriers 
leading to the several ports. The struggles “ were 
mostly over export traffic and the differentials were 
insisted upon and were allowed for the purpose of 
permitting the various carriers to enjoy a portion 
of that traffic.” The contest between the cities was 
more bitter than that between the roads; and some 


171.C.C. Rep. 612. 


} 
\ 
4 
‘ 


RAILWAY RATE THEORIES 475 


of the carriers, weary of the long struggle, requested 
certain eminent men with legal training and judicial 
experience to act as an advisory commission to aid 
in finding a solution to the problem. These gentlemen 
made an elaborate investigation covering several 
months and reported in July, 1882. 


The conclusion at which they arrived was that distance could not 
be used as a measure of these differentials; neither could cost of 
service. Competition which embraced these two, and all other 
factors, if properly conducted through a series of years was the 
most reliable guide. Competition, after many years, had resulteu 
in fixing the differentials in force. Those differentials were justi- 
fied to a certain extent by distance and to a certain extent by cost 
of service. The purpose of the differential was to equalize the cost 
of exporting grain and other merchandise through the various 
ports to which they were applied. A difference in ocean freight 
rates from those respective ports, corresponding generally to the 
inland differentials, was found to exist. Upon the whole, there- 
fore, the [advisory] commission declined to recommend that the 
differentials which had been agreed upon should be disturbed.! 


When the case came before the Interstate Com- 
merce Commission the complainant urged: (1) that 
the differential was not fair in principle, and (2) that 
even if the conclusion reached by the advisory com- 
mission in 1882 were sound, conditions had so changed 
since that time that the decision of that year could 
no longer be held applicable. Philadelphia and Balti- 
more claimed that the differentials in their favor 
gave only proper recognition to the fact that the 
distance from Chicago to those ports was less than 
to New York. New York interests, however, declared 
that the wheat of Wisconsin, Minnesota, and the 
Dakotas was in a territory naturally tributary to 
New York and that the differentials thus robbed 
that city of its natural geographical advantages. 


171. C. C. Rep. 619-620. 
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To offset this claim, however, Baltimore declared 
that the corn territory was naturally tributary to 
that city. The Commission found it impossible to 
determine the origin of the traffic, as it varied from 
year to year. 

The New York interests further claimed that dif- 
ferences in cost of service did not justify the discrim- 
ination against New York, and that if the object of 
the differentials was to equalize the cost of exporting 
grain through the various ports, ‘“‘ then the cost of 
grain in Europe should be the same by each port 
whereas, in point of fact, it had been less through 
the outports than through New York.” The results 
of this discrimination were shown in the decline of 
the export trade of New York in flour, grain, and 
provisions since 1873, especially during the ’90s, 
while during those years exports had remained about 
the same at Philadelphia and had greatly increased 
at other ports. The Commission discovered on in- 
vestigation that New York had certain advantages 
over the other ports for conducting the export business, 
such as were due to her large and accessible harbor, 
the accumulation of wealth and business which brought 
many ships there, her elevator storage capacity, 
and the Erie Canal. On the other hand, the port of 
New York labored under certain disadvantages due 
to the heavy port charges, especially for lighterage, 
and perhaps to more rigid grain inspection than at 
other ports. The Commission concluded that “ so 
far as the full cargo business is concerned, there is 
no appreciable difference in cost, and no appreciable 
difference in the ocean rates from the three ports, 
New York, Baltimore, and Philadelphia.’ In respect 
to “ berth rates ” (for quantities less than a full cargo) 
New York appeared to have an advantage over other 
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ports owing to the large number of steamships sailing 
from that port. 

On the whole, however, efforts to reach a solution 
of the problem based on a comparison of differences 
in distance or on the relative costs of service did not 
yield satisfactory results to the Interstate Commerce 
Commission, any more than it had to the Advisory 
Commission of 1882, or to Mr. Albert Fink, or to the 
other traffic experts who had at various times grappled 
with the problem. The Commissioners agreed with 
the earlier investigators that the differentials were 
based not on differences in distance or in the cost of 
service but on competition, and that if they were to 
be justified at all it must be on the principle of pre- 
serving competition between the ports and between 
the carriers which served these ports. 


The primary purpose of these differentials is not to do justice to 
a particular port but to enable the various competing lines to 
obtain a fair proportion of this traffic. In other words, the reason 
for these differentials is competition between railways. Cost of 
service and distance are very likely taken into account by the 
defendants in determining whether under the operations of the 
differentials a particular line has obtained more than its share of 
the traffic, but the underlying principle is competition. 


Having concluded that competition was the prin- 
ciple upon which the differentials were based, the 
Commissioners next discussed the question as to 
whether this principle was itself just. They quoted 
from decisions of the United States Supreme Court ! 
to show that competitive conditions do not necessarily 
but “may justify the preference of one locality to 
another, provided the interests of the public are not 
unduly sacrificed to those of the carrier.’ This 

1 Tex. & Pacif. R'y Co. v. Interstate Commerce Commission, 162 U. 8. 197; 


5 1.C. R. 405. interstate Commerce Commission v. Alabama Midland R’y, 162 
U.S. 144. 
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however is clearly a legal argument; not an economic 
one. It is more important to observe the grounds 
on which the Commission attempted to sustain the 
existing differentials. 

Since competition was the basis, the object of the 
differentials, it was shown, was to make the cost of 
transporting such articles as grain from Chicago to 
Liverpool the same through all ports. 


Any difference in the expense of ocean carriage should be equalized 
by a corresponding difference in the cost of inland carriage. . . . 
Broadly speaking, the differential is supposed to correspond with 
and make good a difference in the ocean freight rate. 


While, however, the differentials at the time of 
making the investigation (1896) were the same as 
when first established in 1878, “ the gradual lowering 
of rates, the shrinking of values, the increase of com- 
petition, have all operated to make the differentials 
in favor of Baltimore and Philadelphia mean more 
today than they did when agreed upon.” The Com- 
mission however declared (as had the advisory com- 
mission of 1882) that while neither considerations 
of distance nor cost of service could justify entirely 
the existing differentials, the most satisfactory means 
of testing them was “ the result of their operation.” 
New York was of course quick to point out that this 
result had been a great decline in her export trade 
since the differentials went into effect. But the 
Commissioners, while admitting that there had been 
a decline, expressed the opinion that this was in keep- 
ing with the natural development of the nation and 
that New York’s early preeminence in the export 
trade had been due largely to artificial conditions 
which had since been changed by “ other strong 
influences ”’ operating in favor of other ports. 
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The Commissioners agreed, however, that owing 
to the fact that the differences in ocean freight rates 
from the different ports were at that time less than 
the amount of the differentials, and that the differen- 
tials were having more effect than they had in 1877, 
these two circumstances “ would point strongly to 
the conclusion that they ought to be modified.” The 
Commissioners did not order any modification, how- 
ever, and their explanation for not doing so is the 
least satisfactory portion of their reasoning. 

The differentials, it was said, applied to all classes 
of freight and accordingly affected all commodities. 
But the exports of higher grade than wheat went 
almost entirely to New York, where they could find 
quicker service to all parts of the world. Now, said 
the Commissioners, 
if the quantity of these exports, which the differential does not 
divert to Baltimore or Philadelphia has been increased in late 
years, it is manifest that this offsets to that extent any increased 
diversion of grain to the outports.... so it is by no means 


certain that more grain ought not to go through the outports to 
offset the increased exports of other kinds from New York. 


According to this peculiar reasoning the advan- 
tages possessed by Baltimore and Philadelphia do 
not entitle them to as large differentials as they are 
actually receiving, but this is “‘ offset” by the fact 
that New York’s natural advantages enable her, 
in spite of the differentials, to secure a larger percentage 
of the high-grade exports than formerly. This fal- 
lacious argument is made still weaker by the Com- 
missioners’ plea that 
if we have made an error, it is in favor of the weak and against 
the strong. ... It is almost impossible for us to feel that a 
locality which engrosses one-half of all the exports and three-fourths 
of all the imports upon the seaboard can justly complain of any 
undue diversion of its commerce. 
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Since our purpose is to interpret rather than to 

criticise the Commission’s conclusions we will not 
follow the argument further, but will conclude our 
presentation of this case with the Commission’s own 
summary, which shows clearly that in rendering their 
decision the Commissioners were convinced that 
competition long maintained afforded the best method 
of judging as to the reasonableness of the rates in 
question. 
The principle upon which these differentials have been established 
is legitimate. Looking to the basis of the differentials themselves, 
while there is much to indicate that they should perhaps be some- 
what modified, it cannot be affirmed with certainty that they are 
wrong. Considering their effect as exhibited through a long series 
of years, it is impossible to say that they have exercised any un- 
toward or unnatural influence upon traffic. 


The decisions of the Interstate Commerce Com- 
mission in the later cases dealing with export rates 
which have come before it have been much influenced 


by the decision of the United States Supreme Court 
in the Import rate case ' in which the Court, over-ruling 
the Commission, held that 


among the circumstances and conditions to be considered, as well 
in the case of the traffic originating in foreign ports as in the case 
of traffic originating within the limits of the United States, com- 
petition that affects rates should be considered, and in deciding 
whether rates and charges made at a low rate to secure foreign 
freights which would otherwise go by other competitive routes are 
or are not undue and unjust, the fair interests of the carrier com- 
panies and the welfare of the community which is to receive and 
consume the commodities are to be considered. 


By inference, at least, this decision of the Supreme 
Court would apply to the export as well as to the 
import traffic, especially since competition is dis- 

1 Tex. & Pacif. R'y Co. v. Interstate Commerce Commission, 162 U. 8. 197; 5 I. 
C. R. 405. 


RAILWAY RATE THEORIES 481 


tinctly set forth as a reason why lower rates might 
be granted by carriers to commodities intended for 
export than were granted to the same articles when 
intended for domestic consumption. With this case 
as a precedent, therefore, the Commission decided 
in the case of Boston export traffic! that even tho 
these goods were not shipped on a through rate, they 
might legitimately be charged lower rates than were 
accorded to the same goods intended for domestic 
consumption. ‘‘ The export rate to Boston,” said 
the Commissioners, “is not in reality a Boston rate 
at all but is in essence the inland division of a through 
rate through that port to foreign ports.”’ 

The principle underlying this decision is clearly 
not cost of service but competition. The decision 
is in accord with the informal opinion rendered in 
the case of the Export Trade of Boston,* but is not in 
agreement with the rule laid down in New York 
Produce Exchange v. New York Central and Hudson 
River Railroad Company et al.*? The language of the 
Commissioners also indicates that they believed it 
correct in principle to apply a different ruling in 
the case of Boston export traffic than they would 
apply at New York. For, while they admitted that 
their decision in the present case was influenced 
more or less by the Supreme Court’s decision in the 
import rate case, they practically assumed full re- 
sponsibility for their own decision by stating that the 
decision of the Supreme Court did not carry with it 
any obligation on the part of the Commission to 
sanction lower rates on import or export traffic than 
on domestic traffic, but merely required that “ in 
determining whether such rate constitutes an unjust 


} Kemble v. B. & A. R. R. Co. et al., 8 I. C. C. Rep. 110. 
211.C.C. Rep. 24. *31.C. C. Rep. 137. 
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discrimination or an undue preference, the interest 
of the carrier and the consumer should be taken into 
account as well as that of the producer.” The Com- 
mission therefore declared that “if any individual 
or locality feels itself aggrieved by the rates made 
upon export or import business as compared with 
domestic business, the Commission has full authority 
to consider and pass upon that grievance.” So far 
as Boston export traffic is concerned, therefore, there 
appears to be no difference in the opinions of the 
Court and the Commission. Both tribunals agree 
that competition is the controlling principle in the 
case. 

The real difference in the opinions of these two 
bodies is best revealed in the Commission’s report 
on an investigation made by it in 1899, In the matter 
of relative rates on export and domestic traffic in grain.' 
Two questions were involved: (1) To what extent, 
if at all, might the carriers make a different rate on 
grain intended for export than that given to the same 
commodity when intended for domestic use? (2) 
Might there be a legitimate difference made between 
the export rate on grain and that on its chief products, 
flour and meal? 

With reference to the first point, the evidence 
showed that the railroads connecting the Middle 
West with the Atlantic seaboard were giving a rate 
of 12 cents per 100 pounds on grain shipped from the 
Mississippi river to New York when it was intended 
for export, and at the same time were charging 19} 
cents per 100 pounds on the grain when it was intended 
for domestic consumption. The carriers claimed that 
“it is a matter of no consequence to the eastern con- 
sumer what rate is charged to the foreigner, provided 

1 81.0. C. Rep. 214. 
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the domestic rate is a reasonable one.” This argument 
did not appeal to the Commissioners. They replied: — 


To this proposition we cannot fully assent. In the first place 
the foreigner is to an extent in competition with the American. 
Beth are engaged in the production of articles sold in the same 
market either abroad or in the United States. If the Englishman 
can procure the necessities of life cheaper than his American com- 
petitor, that gives him the advantage. . . . Unless there is some 
good reason for the distinction, the rate to the American ought 
not to be higher than to the foreigner. If our carriers, in the 
absence of any constraining reason, can transport corn from the 
Mississippi river to New York for 12 cents per hundred pounds 
for export, that of itself shows that a rate of 19} cents to the do- 
mestic consumer is unreasonable. 


The carriers made some effort to show that the 
cost of service was less for the export than for the 
domestic traffic owing to bulk of shipments, methods 
of unloading, etc., but the Commission dismissed this 
argument with the statement that the evidence on 
this point was insufficient. The main ground of 
defence occupied by the carriers was that competitive 
conditions existed in the case of the export traffic 
in grain which did not exist in the case of grain intended 
for domestic consumption. The competitive con- 
ditions were of two sorts: (1) competition in the 
European market between American producers and 
those of other grain exporting countries; (2) com- 
petition between the carriers engaged in transporting 
export grains. 

With reference to the first form of competition 
the defence claimed that the price of wheat was fixed 
both at home and abroad by the foreign market and 
it was said that if the price of wheat abroad were 
lower than the price in this country plus the established 
rate for transportation, then either the price of wheat 
must be reduced or the rate of transportation must 
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be lowered. By pursuing the latter course, the car- 
riers claimed that the American producer received 
the entire benefit from the reduction of railway rates. 
This patriotic and philanthropic mode of procedure 
on the part of the railroads did not greatly appeal 
to the Commissioners. They did not accept the 
statement that the foreign market fixed the price 
of American grain and said, “ As an actual fact it is 
doubtless true that the price of grain, certainly wheat, 
abroad is fixed neither by the foreign nor by the Ameri- 
can supply alone, but by the one acting upon the 
other.” The facts, furthermore, did not show that 
at the time of the investigation the low rates on export 
grain had been rendered necessary by the condition 
of the foreign market, but they did show, according 
to the Commissioners, that “the American producer 
has derived no substantial benefit from these rates; 
that the American carrier has lost enormously by 
them, and that the foreigner alone has had the benefit 
of them.” 

The Commission was willing to attach more im- 
portance to the second form of competition cited 
by the defence, viz. that between the carriers them- 
selves. This competition was three-fold in character: 
(1) that between the trunk lines and those running 
to the Gulf ports; (2) that between the trunk lines 
themselves; and (3) that between the railroads and 
the water routes, especially the Great Lakes, St. 
Lawrence river, and the Erie Canal. This com- 
petition, the Commissioners were compelled to admit, 
must be considered in judging as to the reasonableness 
of the export rates, tho they declared it had “ sacrificed 
millions of dollars’”’ of revenue of American railroads. 
“ Nor would we,” said they, “‘ permit the continuance 
cf such a system if we had the power to prevent it.”’ 
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Owing, however, to the influence of water competition, 
as well as to the fact that “‘ the purpose of the act 
was to foster competition,’ and “ the highest judicial 
authority has declared that competition between 
railways may be a reason for making a lower charge 
to the more distant point,’ the Commission confessed 
itself powerless to order carriers to make their rates 
on domestic traffic as low as that given on the export 
traffic. 

The question as to whether or no it was legitimate 
to charge a higher rate on grain products than on 
grain, when both were intended for export, was an- 
swered by the Commission on much the same principle 
as was applied to the settlement of the controversy 
over the domestic and export grain rates. The car- 
riers sought to justify the higher rates on flour than 
on grain on several grounds: (1) Cost of service. 
Flour was said to be more liable than wheat to injury; 
wheat moved in train load lots; wheat was delivered 
in New York at the ship’s side, flour over the ship’s 
side. The Commission admitted some difference in 
the cost of service but thought it would not exceed 
one or two cents per hundred pounds. (2) The car- 
riers urged that the general rule that manufactured 
products should pay a higher rate than raw materials 
was applicable to this case and that the value of the 
flour was greater than that of the wheat. The Com- 
mission said that ‘“ when it is remembered that the 
cheaper grades of flour are usually exported, it is 
questionable whether the difference is material.” 
(3) Water competition, a prominent factor in connection 
with the movement of wheat, was shown to be of 
less importance in case of the flour traffic. Hence, 
in spite of strong evidence submitted by the millers, 
showing that the profits from manufacturing flour 
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for export were only from one to two cents per hundred 
pounds, the Commissioners said: ‘“‘ We think and find 
that the lake competition fairly fixes the rate on 
flour at from two to four cents per hundred pounds 
above the wheat rate.” In spite of the fact that 
water competition as well as competition between 
the railroads was a real factor in the case, and that 
both the law and the courts compelled its recognition, 
the Commission evinced throughout the entire case 
a strong feeling that this competition was bad policy 
not only for the public at large but even for the car- 
riers. This feeling, as well as the desire to go as far 
as they could go in sustaining American millers in 
their competition with the milling industry abroad, 
led the Commissioners to decide that “ the rate upon 
flour for export ought not to exceed that upon wheat 
by more than 2 cents per hundred pounds.” 

Three years after the Commission had rendered 
its decision in the above case, the trunk lines leading 
to the East from Chicago and the Mississippi river 
gave notice of an advance to be made in the rate on 
grain from a former published rate of 17} cents per 
100 pounds (which, however, was seldom maintained) 
to a rate of 20 cents per 100 pounds. When the 
Commission undertook an investigation ' of the causes 
and justification of the increase, the carriers gave 
as reasons: (1) changes in commercial conditions, 
and (2) cessation of competition to a degree which 
made it easier to maintain published rates. The 
Commission did not discover that there had been 
any such change in the commercial conditions for 
producing, shipping, and marketing grain as would 
warrant an advance in the rates, but the second 


1 In the matter of proposed advances in freight rates, 9 I. C. C. Rep. 384. 
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reason advanced by the carriers seemed a more plau- 
sible explanation for the increase. 

The intense competition which had for years existed 
between the lines leading from the West to the Atlantic 
seaboard had been, if not ended, at least in a measure 
brought under control by purchase of large blocks 
of stock in the most troublesome of these competing 
lines by the two strongest lines, the Pennsylvania 
and the New York Central railroads. This purchase 
and resulting control of the weaker lines by the stronger 
ones made it seem much more likely that in the future 
the published rates could be maintained. 

The Commission refused to justify the advance 
in the published rates from 174 to 20 cents per 100 
pounds. They called attention to the fact that the 
language of the act to regulate commerce and the 
decisions of the Supreme Court in interpreting that 
act and the Sherman Anti-Trust Act showed that 
public opinion reflected in legislation and judicial 
decisions was unwilling to concede that competition 
in the railway business was not a proper means of 
regulating freight and passenger business. The Com- 
mission’s discussion of the matter shows clearly its 
own belief that competition between railways was 
frequently of such a character as not to guarantee 
reasonable rates. 


It has been frequently observed that competition in rates under 
the act to regulate commerce is a misnomer. This grain rate 
between Chicago and New York must be the same by all lines. 
If any one line reduces that rate, every other line must make a 
corresponding reduction or withdraw from the business. No line 
can, therefore, hope to gain a permanent advantage by a reduction 
in the published tariff. So long as rates are observed there can be 
no competition in the rate, altho there may be in facilities. Such 
competition necessarily consists in departures from the published 
rate. Such competition does not, however, materially increase 
the total amount of traffic. It may turn additional tonnage to a 
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particular line temporarily, but the total result is a reduction in 
the aggregate gross and net revenues of all lines and probably in 


the net revenue of every individual line. 


To the Commission, therefore, the mere fact that 
competition in rate making is shown to exist is not 
a sufficient proof that the resulting rates are reasonable. 
Competition may make the rates too low. The 
railroads insisted that this was true in the present 
instance and claimed that even the former published 
rate of 17} cents per 100 pounds was so low that it 
was unremunerative. To decide this point the Com- 
missioners made an investigation into relative costs 
of moving grain and other commodities, with the 
following results: — 


Of all commodities grain is among the very most desirable species 
of traffic. It moves between Chicago and the Atlantic seaboard 
in large quantities, frequently in train loads. Cars can be loaded 
to their full capacity. The nature of the business permits prompt 
loading and unloading. The character of the service required 
allows the most economical handling of trains with respect to rate 
of speed and other operating conditions. There is hardly any 
kind of traffic moving from Chicago to the Atlantic seaboard 
which can be transported at less cost to the carriers than grain. . . . 
The first reason urged by the carriers for advancing these rates 
beyond the competitive point is not therefore sustained. Whether 
tested by the actual cost of movement, by what carriers have 
voluntarily accepted in the past, or by comparison with other 
somewhat similar kinds of traffic, this rate is not, in our opinion, 
extravagantly low. 


While the Commission, therefore, still held to the 
theory that competition was the controlling factor 
in the case, the competition which they recognized 
as legitimate was that limited in its operation by cost 
of service. 

The ever-perplexing problem of the differential 
rates between the North Atlantic ports came up 
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once more in the year 1904, when the Commission, 
at the request of the commercial organizations of 
Boston, New York, Philadelphia, and Baltimore, 
instituted an inquiry ' into the reasonableness of the 
railway rates to and from these cities with the purpose 
of determining whether the existing differentials 
should be abolished, or, if retained, be modified. 
The Commission admitted that it had no authority 
to compel the carriers to accept its conclusions, but 
for our purpose this fact is of no importance, since 
we are interested only in the Commissioners’ views 
as to the principles involved. 

On the whole, the conclusions reached did not 
differ materially from those arrived at in the earlier 
investigations. The Commission seems to have felt 
that the earlier decisions were not based on any fun- 
damental principle of rate making and in the present 
instance they declared: ‘‘We have endeavored to 
find some fundamental principle by the application 
of which this dispute might be laid to rest, but entirely 
without success.”” The evidence showed that since 
the last hearing on the subject the differentials which 
had formerly existed in favor of Baltimore and Phila- 
delphia had been greatly reduced, especially on grain 
and on iron and steel, where they amounted to only 
one-half the old differentials. The reason for the 
change was that there was no longer any considerable 
difference in the ocean rates from the various ports. 
Baltimore claimed indeed that “on the basis of dis- 
tance the present rates did not give that locality 
anything like the advantage to which it was entitled.” 
To this argument the Commission pertinently 
replied: — 
1 In the matter of Differential Freight Rates to and from North Atlantic Ports, 
111. C. C. Rep. 13. 
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It must be evident that distance is properly regarded as a factor 
in rate making mainly because it is supposed to express differences 
in the cost of service. ... The grades by the New York Central 
lines between Chicago and New York are easier than those by the 
Pennsylvania and it is quite conceivable that the actual cost of 
transportation over the longer haul might be less than over the 
shorter, and in that event New York, while more distant in geo- 
graphical miles, might be nearer in transportation facilities. 


The Commissioners did not concede, however, 
that cost of service could be made use of as a principle 
for finding a solution to the problem. They said: — 


Nothing of all that need be considered by us. There is no testi- 
mony in this record which attempts to show the relative cost of 
handling this traffic from Chicago to the different ports, and indeed, 
as was said by the Advisory Commission in 1882, the elements 
which enter into the determination of that question are so complex 
and so various as to render it impossible of satisfactory solution. 


Having declared that in this case “there is no 
fundamental principle which can be applied,’ the 


Commission nevertheless insisted that ‘there are 
certain fundamental considerations which should be 
kept in mind.” In the opinion of the Commission, 
these fundamental considerations were: (1) the main- 
tenance of competition between the ports; (2) the 
maintenance of competition between the carriers. 


(1) If it can be properly done, these ports should all be kept 
open for the transaction of this export business upon such terms 
that each one may fairly compete for it. No marked advantage 
should be given, certainly not by the creation of artificial condi- 
tions, to any one port over the other. The ideal conditions would 
be the establishment of such rates that enterprise at either port in the 
way of improvement in service or facilities might be rewarded by in- 
creased business and that there might exist that healthy struggle of 


(2) rates should be so 
adjusted that this competitive traffic will be fairly distributed 
between the different lines of railway which serve these ports. 
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Each one of these four cities is reached by two or more great rail- 
way systems. The prosperity of these cities and systems cannot 
be separated. The ability of a railroad to adequately discharge 
its duty for a reasonable charge depends upon the business which 
it can obtain, and no one of these systems should be deprived of 
its fair portion of this enormous export traffic. The purpose of 
these differentials from the first has been to distribute this business 
between the different carriers and we said in our former report 
that this was not improper unless the means used were improper. 


This double competition between cities and between 
railroads was the fundamental consideration which 
in former times had led to the granting of a differen- 
tial rate of three cents in favor of Baltimore and of 
two cents in favor of Philadelphia. Under changed 
conditions this same competition had in 1899 caused 
a reduction of these differentials by one half. For 
the same reasons which had led it to uphold the former 
differentials the Commission in the present case 
declared: ‘‘ We are satisfied that the differentials of 
one cent and one and one-half cents, which were then 
[1899] established and which are still in effect, are 
sufficiently large.” Some slight modifications were 
recommended in the existing differentials on flour 
and on grain coming by way of the Great Lakes. 


It would appear from this long discussion of the 
export rate cases that while competition was selected 
by the Commission as the ruling factor in the deter- 
mination of rates, its selection was a matter of ex- 
pediency rather than of principle. The Commis- 
sioners seem to have felt that this competition did 
not itself represent any “ fundamental principle.” 
Much in their reasoning indicates that they would 
gladly have reached a decision on the basis of cost 
of service if the facts showing such cost had been 
at hand. Yet it is by no means ce:tain that they 


~ 

: 

= 

3 

= 

2 

= 

= 

: 

= 

= 

= 


492 QUARTERLY JOURNAL OF ECONOMICS 


would have preferred to rest their decision on cost of 
service. The idea that competition creates “ the 
ideal condition ”’ for the distribution of traffic among 
the ports is carried so far in the last case considered 
that the majority of the Commissioners said: “ It is 
possible that in the future it may become evident 
that Boston cannot fairly compete for this traffic 
upon the present basis,” and hint that should this 
prove to be the case it might become necessary to give 
Boston a lower rate than that given to New York; 
this too in spite of the fact that the cost of moving 
traffic to Boston is admitted to be greater than to 
New York. 

The same emphasis on competition is shown in 
answer to New York’s claim that the maintenance 
of any differential forces traffic out of its natural 
channels and imposes a burden on the public. The 
Commission replied: “To decree that traffic should 
always move by the cheapest route would be to en- 
tirely eliminate competition, which within reasonable 
bounds is for the interest of the general public.”’ 

It would be hard to say how far this un-economic 
sentiment, which makes of competition an end instead 
of a means to an end, expresses the real judgment of 
the Commission, how far it is merely a reflection of 
the spirit of the act to regulate commerce and of the 
decisions of the courts. 


5. Competition between producers 
Besides seeking to maintain competition between 
the carriers themselves and between places, the Com- 
mission has shown no little concern over the main- 
tenance of competition between producers. Generally 
speaking, its efforts in this direction have been made 
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in behalf of the small producer or dealer who was in 
danger of being driven out of business by a more 
powerful competitor. The Commission has appar- 
ently felt that it was charged with the duty of checking 
the growth of monopoly in the field of production as 
well as in that of transportation. 

In the case of The F. Schumacher Milling Company 
et al. v. The Chicago, Rock Island, and Pacific Railway 
Company et al.,' the complainant asked that the car- 
riers be required to give the same rates on a mixed 
car load of cereal products as they gave to a car load 
of only one of these products. The defendants had 
been in the habit of charging the ordinary less than 
car load rates on such shipments. Generally speaking, 
the Commission has been inclined to favor the granting 
of car load rates on mixed car loads of similar prod- 
ucts.2 In the present instance it declined to order 
a car load rate on the mixed car load shipments. 
The advantage of such a rate would fall to a single 
producer, the complainant, since no other producers | 
of these commodities could ship in car load quantities. 


To grant a mixed car load rate would enable the complainant to 
crush out all competition on the part of those who make only one i 
or two of the products in controversy. It is undoubtedly true } 
that neither the Commission nor carriers are charged with any 
particular oversight over localities or authorized to stimulate 
them with artificial helps to prosperity. But when a method of : 
regulation would have the effect of throwing many competitors 
out of the trade, and centralizing it in the hands of one or more 
dealers, it would not be permissible if another method, without 
doing wrong to any one, would have the effect of leaving the mar- 
ket open to all competitors. The rule is simply a limitation put 
upon the extension of the car load rate, and should be proven by 
the complainant to be unfair, unjust and discriminative, if its 
abrogation is sought. 


161.C. C. Rep. 61; 41. C. R. 373. 
2 See for example 5 I. C. C. Rep. 633 and 9 I. C. C. Rep. 602. 
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For the same reasons the Commissioners ordered ' 
a reduction in the rates on soap shipped in car load 
lots. The carriers had recently changed the classi- 
fication so that soap, having been placed in fourth 
class when shipped in car load lots, was thereafter 
to pay “ 20 per cent less than third-class rates.’’ At 
the same time shippers who shipped soap as part of 
a mixed car load from one consignor to one consignee 
were to be charged only the “ highest minimum car 
load rate provided for any of the articles ”’ so shipped. 
It was shown that the only soap manufacturers who 
could avail themselves of this privilege were the big 
meat packers who by making up a mixed car load of 
provisions and soap could receive fifth-class rates on 
the entire car load, while their competitors who manu- 
factured only soap would be obliged to pay the 20 per 
cent less than third-class rates. The Commissioners 
held that such discrimination was opposed to the 
principles of competition between producers and 
assisted materially in the fostering of monopoly. 

Still another illustration of the same principle is 
found in the case of Brownell et al. v. Columbus and 
Cincinnati Midland Railroad Company et al.? The 
complainant demanded that the rates on a car load 
of eggs be made less than the rates given on less than 
car load lots. This demand the railroad had refused. 
The complainants claimed that the cost of gathering 
eggs by the carrier was much less when they were 
shipped by the large dealer than when shipped by 
the small dealer and that if the carrier made no dif- 
ference in the rates it was guilty of a discrimination 
against the large dealer. The defendants, on the 


1 The Proctor and Gamble Company v. C. H. & D. R'y Co. et al. 91. C. C. Rep. 


251.C.C. Rep. 638; 41. C. R. 285. 
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other hand, claimed that they had for years been 
developing a system of reaching the small dealer 
in eggs and that this was to the interest of the public 
at large as well as to the interest of the carriers, since \ 
the effect of granting lower rates on car load lots } 
would be to concentrate the egg business into the 
hands of the large dealers who could then, by threaten- 
ing to throw all their business to one road, compel i 
unfair concessions from the carriers. 

It was this argument of the defendants which : 
prevailed in the minds of the majority of the Com- 
missioners and led them to refuse the request for a 
car load rate. They gave some consideration to 
the cost of service arguments of the complainants 
but declared that only a few points of difference in 
the cost of car load and less than car load shipments 
had been shown to exist. On the other hand, they 
said : — 


The evidence shows that at the present time 83 per cent of the 
business is controlled by these large shippers, and it would seem 
that an order granted as prayed for by complainant would go far 
towards concentrating the whole business in their hands. The 
tendency of the times, deplored by all, is the concentration of the 
transportation business of the country in the hands of a few in- 
dividuals who control large amounts of business. This interferes 
with competition, and works an injury to many who are almost 
as well equipped for the business as those who in the end succeed 
by a concentration of power in the hands of a few to rule out all 
below them. 


Commissioner Knapp, who united with the majority 
of the Commission in the final decision, declared that 
carriers were not bound as a matter of right to offer 
special car load rates. ‘“ It is one thing to concede 
the right to make a car load rate, it is quite another 
to require it.’”” Commissioner Morrison, on the other 
hand, dissented from the conclusions of his fellow 
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commissioners and held that when, as in the present 
instance, a lower cost of service for car load shipments 
could be shown to exist, car load rates were required 
as a matter of principle. 

In another instance! where the right of a carrier 
to give a lower rate on a cargo or train load of wheat 
than on single car load shipments was brought in 
question, the defendants were able to show that the 
costs of handling and shipping the wheat in train 
loads was less and the time saved was greater than 
in the case of single car load shipments. The Com- 
mission held that such a practice ‘‘ must tend very 
strongly to throw business into the hands of the larger 
dealer exclusively,’’ and was therefore not permissible. 

In the case of Glade Coal Company v. Baltimore & 
Ohio Railroad Company,? it was shown that the de- 
fendant carrier was charging 50 cents per ton more 
on coal loaded from wagons or sleds than when it was 
loaded from a tipple. The reason given for the dis- 
crimination was that loading from tipple could be 
done at less expense to the carrier and usually in less 
time than when the cars were loaded from a wagon. 

The Commission acknowledged that the costs of 
loading cars were less when the loading was from a 
tipple than when it was from wagons, but it did not 
consider the difference in costs sufficient to warrant ~ 
the discrimination in rates. Such discrimination was 
found to result in a reduction in the number of shippers 
and the Commission said : — 


We do not consider it at all clear that the interests of the public, 
in the true sense of the term, would be subserved by a reduction 
in the number of shippers and shipping points. On the contrary 
we think such interests demand that all persons wishing to ship 


1 Paine Bros. & Co. v. L. V. R. R. Co. et al., 7 I. C. C. Rep. 218. 


2 101. C. C. Rep. 226. 
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goods to market shall be given a reasonable opportunity to do so. 
Competition is considered a public benefit and the greater the 
number of shippers the greater the competition among them will 
be... . If carriers are allowed to make differences in the cost 
of transportation, and see fit to do so regardless of the effect upon 
shippers and localities, the ultimate result must be that the bulk 
of the traffic will be handled by comparatively few shippers and 
from and to large centers. We cannot believe such a result was 
either intended or desired by the framers of the regulating statute. 


In all the cases in this group it will be observed 
that the Commission has given competition a distinct 
preference over costs of service as a means of deter- 
mining the reasonableness of the rates in question. 


6. Competition to prevent a transportation monopoly 


We have already observed that in numerous in- 
stances the Commission has considered that competi- 
tion between carriers was a sufficient excuse for certain 
discriminations in rates. It has also appeared that 
the decisions of the courts have compelled the Com- 
mission to enlarge the number of these cases. In 
view of the importance thus given to competition 
as a regulator of rates, it goes without saying that 
the Commission would view with displeasure all 
efforts on the part of the carriers to take advantage 
of the disappearance of rivalry to raise their rates 
above the point at which a normal competition would 
have tended to fix them. The progress of railway 
consolidation within the last fifteen years has brought 
about numerous instances of such rate increases. 
Some of these increases have been brought to the 
attention of the Commission by shippers seeking 
relief. 

In the case of the Central Yellow Pine Association 
v. The Illinois Central Railroad Company et al.,' an 


1101. C. C. Rep. 505. 
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association of persons engaged in the manufacture of 
lumber in the southern states east of the Mississippi 
river complained of a steady advance, covering a 
period of several years, in the rates on lumber to 
points on the Ohio river and beyond. The carriers 
gave two reasons for the advance: (1) The increasing 
value of the service; the business of manufacturing 
lumber was yielding increasing profits and the carriers 
by their rate advances were seeking to share in the 
general prosperity. (2) Cost of service; higher wages 
and increased cost of materials made it necessary to 
increase the rates on lumber, which had not been 
yielding its fair proportion of the revenues needed. 
Postponing for the present the Commissioners’ 
discussion of the carrier’s claim to share in the increased 
prosperity of the shippers, we may say that they did 
not find that either cost of service or value of service 
warranted the increase in rates. These advances 


- in rates, it was shown, had been brought about as a 


result of an agreement reached between the roads 
east of the Mississippi river and the roads west of that 
river engaged in the lumber traffic. The majority 
of the Commission decided (Messrs. Knapp and 
Fifer dissenting) that this agreement, whether unlawful 
or not, had resulted in the elimination of competition 
and “ competition is favored by the laws.” 


The ground upon which competition is favored is that it conduces 
to the reasonableness of rates or to the protection of the public 
from unreasonably high or excessive rates. In United States »v. 
Freight Association (168 U. S. 339) the Supreme Court says “ com- 
petition will itself bring charges down to what may be reasonable.” 
The act to regulate commerce (section 1), in prohibiting unrea- 
sonableness of rates, in effect forbids whatever conduces to such 
unreasonableness. In any event it is incumbent upon this Com- 
mission, when the reasonableness of rates is in issue before it, to 
cousider how those rates were brought about — whether they 
are the product of untrammeled competition or the result of 
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concert of action or combination between the carriers establishing 
and maintaining them. The advanced rates complained of cannot 
be claimed to be the outcome of competition, because “ the na- 
tural, direct and immediate effect of competition is to lower” 
(177 U. S. 577) rather than to advance rates. 


The case of H. H. Tift et al. v. Southern Railway 
Company et al.' presented much the same situation 
as the above case and the Commissioners reached the 
same conclusion as to the necessity of maintaining 
competition. 

In another case,* altho the Commission did not 
claim any jurisdiction, it expressed the opinion that 
railroads subject to the act to regulate commerce 
had no right to refuse to enter into an agreement 
with a boat line engaged in the coasting trade when 
at the same time it had made such an agreement 
with another line engaged in this business. The 
Enterprise Transportation Company was a steamship 
company which in June, 1905, began to engage in 
traffic by boat between Fall River, Massachusetts, 
and New York City. Prior to its establishment 
the various boat lines operating on Long Island Sound 
were consolidated under the name of the New England 
Navigation Company, which was controlled by the 
New York, New Haven, and Hartford Railroad Com- 
pany. In this way the New Haven road had secured 
a virtual monopoly on transportation between south- 
ern New England and New York. The establishment 
of the Enterprise Company had resulted in lower- 
ing considerably the rates of transportation between 
Fall River and New York; but the railroads running 
west from New York had refused to enter into any 


1101. C. C. Rep. 548. 

2 In the matter of alleged unlawful discriminations against the Enterprise Trans- 
ee lines leading from New York City, 11 I. C. C. 

. 587. 
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joint rates with this company, altho they had such 
arrangements with the New England Navigation 
Company. This compelled the Enterprise Company 
to depend entirely on local traffic, as the low through 
rates furnished by the joint-rate agreement between 
the New England Navigation Company and the 
railroads made it impossible for others lacking such 
arrangements to compete with them. 

The railroads upheld their refusal to enter into 
joint-rate agreements with the Enterprise Company 
on what they called “ business principles.”” Such a 
joint rate they held would not increase the amount 
of traffic from Fall River but would merely put them 
to the trouble of receiving goods from two lines instead 
of one. The Commissioners admitted that there 
was force in the arguments of the carriers, but main- 
tained nevertheless that this throttling of competition 
was detrimental to the public interests. They said: — 
It is undoubtedly true that better and more efficient service is 
obtained when competition exists than when the business is entirely 
transacted by one concern. ... When the competition of the 
Enterprise Company had disappeared, rates would be restored to 
what they formerly were, which, it fairly appears, were higher than 
reasonable competition would produce. The existence of the 
Enterprise Company as a competitive factor is of distinct value 
to the public, and that existence may depend upon its right to 
engage in through business. 

It would be useless, after this long review of the 
cases in which the Interstate Commerce Commission 
has seized on competition as the determining factor, 
to attempt to show that the Commission has been 
always consistent in its argument as to the part which 
competition should play in matters of rate making. 
At times it has seemed to argue that competition 
itself represents “no fundamental principle” but is 
only a “ consideration which should be kept in mind”; 
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at other times it has given a distinct preference to 
competition over cost of service as a principle. At 
times the Commission has believed that competition 
has made rates too low; at other times too high. 
Some of the apparent inconsistencies can doubtless 
be attributed to the changes in membership of the 
Commission. Other and more serious inconsistencies 
are due to a desire to preserve the spirit of the act and 
to respect the decisions of the courts, even when the 
Commissioners themselves have personally had dif- 
ferent views concerning competition. In spite of 
these inconsistencies, apparent and real, a careful 
consideration of the cases which we have reviewed 
and of others not covered will show that it is not 
merely competition itself which the Commission has 
sought to preserve and upon which it has at times 
relied as a guide to the solution of the problems pre- 
sented; it is rather that type of competition which 
represents the normal state of business affairs, the 
competition which leaves to railway owners a reason- 
able return for the services rendered and which in 
turn requires them to render these services at what 
the economist means when he speaks of cost prices. 


VII. aND SEcTIONAL INTERESTS 


In the discussion of railway rate theories to be 
found in the First Annual Report of the Interstate 
Commerce Commission,' to which reference has sev- 
eral times been made in this series of papers, we find 
mentioned among the “ considerations which may 
justly affect rates ”’ the following: — 

Every section of the country has its peculiar products which it de- 
sires to market as widely as possible, and is not unwilling that 
1 P. 31. 
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classification should be made use of by the railroads which serve it 
as a means of favoring and thus extending the traffic in local pro- 
ductions; favoring them by giving them low classification, and 
thus low rates, and discriminating against those of other sections 
through a classification which rated them more highly. 

The principle that common carriers engaged in 
interstate commerce and subject to the regulation 
of a federal statute may legitimately make rates which 
openly favor one section of the country and discriminate 
against other sections is a notion so contrary to the 
spirit of the act to regulate commerce as well as to 
the Constitution, that we might well hesitate to 
believe that the Interstate Commerce Commission 
had intended to give its approval to the above state- 
ment were it not for the fact that in its Second Annual 
Report, as well as in certain decisions, it restates 
this doctrine in such a fashion as to leave us no longer 
in doubt as to its approval of this form of discrimina- 
tion under certain circumstances. The statement 
in the Second Annual Report ' reads as follows: — 
Every railroad serves a certain territory and every part of the 
country has to some extent interests to be served which are special 
and peculiar to it, and these it will naturally desire to have specially 
considered by local, official and corporate authorities, whether 
the business in hand be the imposition of taxes or the adjustment 
of rates for transportation; and as many other circumstances 
besides cost of transportation and value of service must always 
be taken into account, such as bulk or weight of articles, conven- 
ience of handling, special liability to injury and necessity for speedy 
delivery, and the field of production or of consumption, so that 
there can never be any fixed or definite rule for the measurement 
of the charge to be made upon any particular traffic, it is always 
possible for the railroad manager in making rates to yield some- 
thing to the special interests of his section, and still keep in view 
the general principles upon which he will professedly act. 

It is not our purpose in these articles to criticise 
the work of the Interstate Commerce Commission 

P. 35. 
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or, except incidentally, the theories which it has 
promulgated. It will be sufficient, therefore, to say 
that it is fortunate that there are not many cases 
heard by the Commission which have been decided 
strictly on the basis of sectional or class interests, 
altho there are several cases in which the strong claims 
put forth in behalf of certain communities or certain 
classes of persons have received a degree of recognition. 


1. Domestic Versus Foreign Producers 


Perhaps the best example of this form of discrimina- 
tion, at least the one which will excite the least criti- 
cism, is where the Commission has undertaken to assist 
the domestic producer at the expense of the foreigner. 
A good illustration is afforded by the case of The 
National Hay Association ». The Lake Shore and 
Michigan Southern Railway Company et al.' Prior 
to the passage of the Dingley Tariff Act in 1897 hay 
from Canada had competed actively with hay from 
the Middle West in the eastern markets of the United 
States. At this time the rates on Canadian hay 
under the Official Classification adopted by the eastern 
trunk lines were commodity rates lower than fifth- 
class rates while hay from the Middle West paid 
sixth-class rates. In order to protect the domestic 
producer of hay the Dingley Tariff Act increased 


the tariff on hay coming from foreign countries from . 


two dollars to four dollars a ton. This increase in 
the tariff rate checked the importation of hay from 
Canada, tho it did not actually prevent it. 

On January 1, 1900, the roads operating under the 
Official Classification changed the classification of 
American hay from sixth class to fifth class with a 


191.C. C. Rep. 264. 
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corresponding increase of rates, but left the commodity 
rates on Canadian hay as they had been. Under 
this readjustment of rates the importation of Canad- 
ian hay rapidly increased and the competition was 
_ proving a hindrance to the American producer. The 
roads gave as reasons for the change in rates cost 
of service and need of more revenue, neither of which 
arguments the Commission was inclined to recognize. 
On the other hand, the Commissioners called attention 
to the fact that the advance in rates had in reality 
thwarted the purpose of Congress in increasing the 
tariff on Canadian hay. They said: — 

That advance interfered with a long standing relation of charges 
from the two producing sections which operated to give an advan- 
tage to Canadian hay compared with the pre-existing situation, and 
such change in a long existing rate adjustment was in favor of a 


producing section in an adjacent foreign country from which hay 
shipments into the United States are required by law to pay a 


duty as great as $4 per ton. 


The effect of the Commission’s decision was, of 
course, to favor the producer of hay in the Middle 
West against not only the Canadian producer but 
also the eastern consumer. Whatever our ideas 
may be as to the necessity or desirability of a tariff 
on hay, we shall all probably agree that the Commission 
was bound to reach a decision which did not interfere 
with the interests of the nation at large as those in- 
_ terests had been interpreted by the Dingley Tariff 
Act. 


2. Vested Interests 


Less justifiable to the present writer appear to be 
those cases in which the Commission has by its decisions 
upheld existing methods of production or distribution 
in which certain sections or certain classes of pro- 
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ducers have appeared to have a particular interest 
at the expense of new and cheaper methods which 
were coming into use. Probably the best illustra- 
tion of this class of cases comes from the cotton 
traffic.' 

By the method commonly employed throughout 
the South, cotton after being ginned at the plantation 
gin is made into a square bale having a density of 
about 124 pounds to the cubic foot. The rates are 
the same per 100 pounds for this uncompressed cotton 
as they are for cotton which has been further com- 
pressed. But before cotton is carried long distances 
it is usually taken by the carrier to a compress situated 
on the route, and frequently owned by the railroad, 
and the plantation bales are further compressed 
until the average bale has a density of about 23 pounds 
per cubic foot. When compressed in this way about 
25,000 pounds of cotton can be conveniently carried 
in a single car. 

For some years prior to the bringing of the com- 
plaint there had been coming into use a new method 
of compressing cotton into round bales by means of 
a patent device belonging to the complainant. The 
device was relatively inexpensive, costing from $3500 
to $4000 each, and could be used in connection with 
the plantation or neighborhood gin. Cotton when 
compressed by this method has a density of about 
45 to 47 pounds per cubic foot and about 45,000 
pounds can be shipped in a single car load. When 
compressed by this method immediately after ginning 
it is in condition to be shipped to its final destination. 
It has been shown that cotton compressed by this 
method is in better condition when it reaches the 


1 Planters’ Compress Company v. C. C. C. & St. L. R’y. Co. et al., 11 I. C. C. 
Rep. 382. 
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manufacturer and is more in demand than when baled 
by the usual methods.' 

Owing to the fact that a much larger quantity of 
cotton in round bales could be shipped in a single 
car load than when it was sent in the old-fashioned 
square bales, the carriers made defendants in the 
case had for two years prior to 1900 given a net rate 
of 20 cents per 100 pounds to the cotton compressed 
by the complainant’s process, while at the same time 
cotton in square bales had been charged a rate of 
30 cents per 100 pounds. The complainant asked 
that this adjustment of rates be continued. It was 
shown that steamship companies exporting cotton 
granted lower rates on round-bale cotton than on 
cotton baled in the ordinary way. “This,” acknowl- 
edged the Commission, “ is because its greater density 
permits a greater weight to be loaded in the same 
space, and perhaps to some extent because it is easier 
to handle.” 

In spite of the obvious advantages of transporting 
cotton in the more compact bales, the majority of the 
Commission were opposed to granting lower rates 
to car load shipments of 45,000 pounds or more than 
were granted to car load shipments with 25,000 pounds 
as the average car load. The reasons for the decision 
were long-standing custom and the fear of monopoly. 
It was said that to adjust rates in the way asked for 
by the complainant would encourage the use of com- 
plainant’s device throughout the South in order to 
get the benefits of the lower rates. This in turn would 
result in having cotton compressed at the gin houses 


1 See for a discussion of the relative merits of the square and the round bale, H. 
Hammond, The Handling and Uses of Cotton, in Bulletin No. 33, Office of Expert- 
ment Stations, U. 8. Dept. of Agric. pp. 360-365; also the present writer's, Cotton 
Culture and Cotton Trade, Pubs. American Econ. Assoc., New Series, No. 1, pp. 351- 
355. 
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and this, thought the majority of the Commissioners, 
would make difficult the classification of cotton and 
its separation into different grades. They did not 
question the contention of the complainant that the 
costs to the carrier of shipping cotton compressed 
by the complainant’s method were less than when 
the older method of baling was used, but they claimed 
that this did not impose upon the carrier “ the obliga- 
tion to recognize this saving of expense by a corre- 
sponding reduction of charges.” The majority held 
that the thing of chief importance was to secure rea- 
sonable rates on commodities in the form in which 
they were commonly prepared for transportation, 
and held that when rates so established were reasonable, 
the same rates did not become unreasonable to the 
shipper who preferred to prepare his shipment in a 
form which might afford the carrier a greater profit 
per hundred pounds. “To adjust rates on different 
articles on the basis of comparative cost to the carrier,” 
said the majority report, “would involve a wide 
departure from accepted theories of rate making: 
to adjust rates on the same article with reference to 
cost of carriage under different conditions would be 
still more radical.” 

Commissioner Prouty wrote a vigorous dissenting 
opinion in the case in which he argued for the logical 
application of the cost of service principle. He openly 
accused his colleagues of trying to shield themselves 
behind trivial and irrelevant analogies and of reach- 
ing a decision which tended to hinder the course of 
industry and progress. He declared that car capacity 
more than any other one thing was generally made 
use of by the carriers in determining rates and said 
that the Commission had “ repeatedly recognized 
the substantial accuracy of this position.” He de- 
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clared that he agreed with the complainant that if 
30 cents per 100 pounds was a reasonable rate for 
transporting 25,000 pounds of cotton in a car, then it 
was entirely unreasonable to apply that rate to a car 
of 50,000 pounds. The carrier would be compelled 
to haul two car loads of the square-bale cotton to earn 
the same amount of money which it received for 
a car load of round bales. 

Taking up the arguments made by the majority, 
Mr. Prouty discussed the objection made to cost 
of service as follows: — 


It is said that cost of service is not the test of a reasonable rate. 
This is undoubtedly true in many cases. There are many instances 
in which there is no intimate connection between cost of carriage 
and the rate charged for that carriage. But with respect to a 
staple commodity like cotton I believe that there should be a very 
intimate connection between cost of carriage and the rate charged 
the public, and that if in any way the cost of carriage has been or 
can be actually reduced one-third, the public should be given the 
benefit of that reduction. 


Mr. Prouty next pointed out what was likely to be 
the effect of the majority decision on the business 
of the complainant and on progress in the direction 
of reducing the costs of marketing the cotton crop. 


The only advantage of the round bale is that it produces a bale of 
greater density and thereby reduces the actual cost of movement 
materially. If this advantage in transportation is not recognized, 
it has no value and cannot come into use. If the railways decline 
to accord to this form of compression the saving in cost of 
transportation which it actually makes, or some reasonable part 
of it, that bale never can be offered for transportation in very large 


quantity. 

Mr. Prouty also pointed out that recognition of 
the complainant’s claim would redound to the ad- 
vantage of several other owners of devices for making 
compact bales. So far from creating a monopoly, 
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it would tend to modify the semi-monopoly which 
the railroads enjoyed of compressing cotton en route 
in their own compresses. 

It has already been noted that it has been the 
general practice of the carriers, upheld by the Com- 
mission, to give the same rates and classification to 
wheat and to wheat flour. In two cases,' however, 
which have been brought before the Commission 
that body has upheld the carriers in their practice 
of charging five cents more per hundred pounds for 
transporting flour from points in Missouri and Kansas 
to points in Texas than they charged for carrying 
wheat from the same points of origin to the same 
points of destination. The carriers made their defence 
partly on the basis of differences in the values of the 
two commodities and partly on differences in the cost 
of service. The Commission could not sustain these 
arguments, since they would have been applicable 
under any circumstances, and it was shown that the 
same carriers as were made defendants in this case 
were transporting wheat and flour in other directions 
at the same rates on both commodities, and such an 
equalization of rates, as we have just said, has fre- 
quently been upheld by the Commission. 

The investigations conducted by the Commission 
in these cases showed that in both instances the five- 
cent differential rate on wheat had been made for the 
purpose of protecting the large and growing milling 
industry of Texas. The Texas mills it was said widened 
the market for Texas wheat growers but were at a 
disadvantage compared to St. Louis mills owing to | 
higher costs of fuel, labor, and the like. The de- 


1 Kauffman Milling Co. v. Mo. Pacif. R’y Co. etal. 41.C.C. Rep. 417; 31.C.R. 
400. Mayor and City Council of Wichita, Kansas v. Mo. Pacif. R’y Co. et al., 10 


1. C. C. Rep. 35. 
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fendants claimed that the complainants were not 
injured by the existence of the differential since they 
could still compete in the Texas markets. The ma- 
jority of the Commission decided to uphold the dif- 
ferential in the first of the above cases because of its 
long continuance; because the milling industry of 
Texas was in a flourishing condition and had had 
beneficial effects on raising the price of wheat in Kansas 
and Missouri as well as in Texas, and because the 
differential seemed necessary in order “‘ to place the 
competitive milling interests upon a substantial parity.” 

Commissioner Morrison dissented from the con- 
clusions of the majority of the Commission in this 
case. He said that the decision assumed “to put 
the millers of Texas on a parity with their competi- 
tors in the Texas markets, by depriving Missouri 
and Kansas mills of whatever advantages they have 
in their favorable location.”’ This he pointed out 
was in direct conflict with previous decisions of the 
Commission. 

In the second of the above cases the Commission 
abandoned its contention that the differential on 
wheat was necessary to maintain competition between 
Texas mills and those in Kansas and Missouri. On 
the contrary it declared that ‘‘ the Commission has 
no more authority to place competing millers in dif- 
ferent states upon precisely the same footing than 
it has to equalize conditions in all localities and in 
every industry.”’ It nevertheless upheld the dif- 
ferential on the ground that many new and flourishing 
mills had recently sprung up in Texas as a result of 
an accidental crop yield and that to equalize the rates 
on wheat and flour would handicap these mills in their 
competition with the Kansas mills. The Commission 
therefore announced that it must ‘“ decline to disturb 
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relations of rates’’ since such disturbance “ could 
scarcely fail to be injurious to important vested rights.” 
It also declared that the maintenance of competition 
between the Texas mills and those in Kansas was a 
direct benefit to the Kansas farmers in that it tended 
to raise the price of their grain, and the Commissioners 
said: ‘‘ Anything which increases the value of the 
products of the soil to the producer seems so desirable 
a result, that if the Commission was endeavoring to 
adjust the conditions investing various localities, 
that which led to the prosperity of the agriculturist 
must receive favorable attention.” 

Whether one looks at this case from the stand- 
point of the Texas millers or of the Kansas wheat 
growers it is apparent that the Commission’s decisions 
were based on the special and peculiar interest of 
these particular classes of persons. 

In spite of the fact that neither Los Angeles nor 
San Bernardino, California, is situated on the coast, 
the Commission decided in the case of A. W. Holdzkom 
v. Michigan Central Railway Company et al.' that the 
carriers from the East were justified in considering 
Los Angeles a “ terminal point,’”’ enjoying the benefits 
of water transportation from the East and therefore 
entitled to the same rates as San Francisco received 
while San Bernardino must continue to pay the through 
rates to Los Angeles plus the local rates from Los 
Angeles to San Bernardino. The Commission set 
forth its reasons for permitting this discrimination as 
follows: — 


In coming to this conclusion we have been largely influenced by 
the consideration that while this action upon the part of the car- 
riers has certainly worked a preference in favor of Los Angeles as 
against towns like San Bernardino, it has at the same time bene- 


191.C. C. Rep. 42. 
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fitted southern California as a whole. The result has been to 
transfer the wholesale business of southern California in so far as 
it is transacted upon the Pacific Slope, mainly from San Francisco 
to Los Angeles. Before Los Angeles enjoyed this rate San Fran- 
cisco jobbers covered that territory. Now they have given place 
to the jobbers of Los Angeles, and in many instances San Francisco 
houses have established branches at Los Angeles. It is probable 
that this arrangement results in somewhat cheaper prices for 
southern California than would be secured by a distribution from 
San Francisco, since the cost at the two centers of distribution 
is now the same, while the expense of distributing from Los Angeles 
is somewhat less. While, therefore, Los Angeles has been bene- 
fitted, it would appear that this whole section shares to an extent 
in such benefit, nor is it easy to perceive how San Bernardino has 
been materially injured since that city could not become a jobbing 
center as against San Francisco under original conditions. 


The grounds for the Commission’s decision are 
therefore the interest of southern California as a 
whole. That the decision, while favorable to the 
jobbers of Los Angeles and perhaps to the consumers 
of southern California, was opposed to the interests 
of San Francisco jobbers was a fact which apparently 


received little consideration from the Commissioners. 

In all the cases which we have considered under 
the heading of class and sectional interests, the Com- 
mission does not seem to have been guided by what 
it terms ‘“ fundamental principles.’’ The cases have 
been disposed of, as the Commissioners said in the 
Kauffman Milling case, “ with a view to what is best 
for the public interests immediately concerned, and 
upon facts found to exist rather than upon theories 
of transportation.’’ Perhaps the most fundamental 
consideration involved was the desire to preserve 
competition among producers or producing sections, 
and this the Commission has undertaken to do even 
when at times it has been necessary to depart from 
economic principles and to sacrifice in a measure 
the interests of the consumers. 


| 
| 
| 
— 
= 


RAILWAY RATE THEORIES 


VIII. Farr Return on INVESTMENT 


During recent years there has been an urgent demand 
on the part of many writers and public officials that 
the Federal government attempt to make a valuation 
of the physical property of the railroads of the United 
States and that it also take steps to control the further 
issue of railway securities. This demand, represent- 
ing what Professor Adams calls ‘“ the public interest 
in the property accounts of railways,’ as opposed to 
the interest of the railway management and the in- 
terest of the investor, “rests upon the fact that a rea- 
sonable rate for transportation services is a rate which 
contributes a reasonable return upon necessary in- 
vestments.”’ ! 

The argument for a physical valuation of railway 
property and a limitation of railway securities may 
be briefly stated as follows. The railways are com- 
mon carriers, concerned in the business of performing 
a service essentially public in character. Their cor- 
porate existence is furthermore due to franchises 
granted by the public authorities. In the performance 
of a public service their owners are not entitled to 
charge more than a fair return upon the actual capital 
invested and this can only be known when the value 
of the property has been ascertained. In the future 
the issues of railway securities should be made to cor- 
respond to the actual investment of capital. Rates 
in general can then be so regulated as to yield only 
normal rates on the capital investments and on the 
par value of the new stock issues. 


ba Annual Report on the Statistics of Railways in the United States 
(1908), p. 11. 
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1. Development of the Theory 


This theory of rate making received but little at 
tention during the early years of the existence of the 
Interstate Commerce Commission. It was, however, 
not entirely overlooked; it was dealt with, tho in a 
purely incidental way, in some of the earlier decisions. 
Thus in one case! where the complainants had urged 
that the defendant’s rates on wheat were too high 
when compared to rates on the same commodity 
charged by other roads, and the defendant had pleaded 
as an excuse the high cost of constructing and main- 
taining the road and the low rate of return on its 
paid-up stock, the Commissioners had replied that 
the roads with which the complainant had made com- 


parison 


have a greater variety of local and way freights, and are not com- 
pelled to depend, as is the defendant, so largely upon what they 


receive for the transportation of any one local commodity, such 
as wheat. They, therefore, derive revenue from these other 
sources of local and way freights to a much greater extent than 
the defendant, and can with confidence rely upon them, and for 
this reason alone can safely make their rates less than the defendant. 


A more significant utterance appears in the Com- 
mission’s report on Alleged Excessive Freight Rates 
and Charges on Food Products.2 The shippers had 
advanced the claim that the railway rates from the 
West should be so adjusted as to enable farm produce 
to be sold in the East at a profit. The Commissioners 
could not admit that the railroads were bound so to 
adjust their rates that “shippers may in all cases 
realize actual cost of production.” Such a basis of 


1 Milton Evans et al. v. The Oregon Railway and Navigation Co., 1 I. C. C. Rep, 


241.C. C. Rep. 48; 31. C. R. 93. 
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rate making they said “will hardly stand the test 
of fair dealing. It would compel those who invest 
in or operate railroads to assume and bear the losses 
resulting from the improvidence, mismanagement, 
or unprofitable employment of others.” At the same 
time the Commissioners declared that the roads should 
offer such rates, if they are “ fairly remunerative,” 
as would encourage and warrant the movement of 
commodities and such a rule was particularly appli- 
cable to the staple agricultural commodities. The 
Commission was careful to state that in deciding 
what rates were “fairly remunerative” it must not 
be implied that a dividend on watered stock was to 
be included, and they laid down this further principle :— 


In fixing reasonable rates the requirements of operating expenses, 
bonded debt, fixed charges, and dividends on capital stock from the 
total traffic are all to be considered, but the claim that any par- 
ticular rate is to be measured by them as a fixed standard, below 
which the rate may not lawfully be reduced, is one rightfully sub- 
ject to some qualifications, one of which is the obligations must 
be actual and in good faith. 


Another limitation on the principle of fair remunera- 
tion is stated in one of the Standard Oil cases ' where 
it is said that a carrier 


may establish its rates to yield fair remuneration for its services, 
subject to prescribed limitations, but it mey not treat every divi- 
sion of its system serving a common territory as an independent 
property, and vary its rates to suit the conditions of each piece 
of property, and thereby arbitrarily exact charges that make a 
profitable market for one portion of its patrons and that exclude 
others similarly situated from the same market. 


The limited use which the Commission made of the 
principle that rates must be so limited as to yield 
only normal returns on investment during the early 


1 Rice, Robinson & Wintherop v. The Western New York and Pennsylvania 
R. R. Co., 41. C. C. Rep. 181; 31. C. R. 162. 
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years of its existence doubtless finds its chief explana- 
tion in the fact that nearly all of the earlier decisions 
had to do with rates on particular commodities rather 
than with an entire schedule of rates. Altho, as we 
shall see, the Commission has made a limited use of 
this principle in dealing with rates on a few important 
commodities, it has never been seriously urged by 
members of the Commission or others that this theory 
of rate making could be rigidly applied to determine 
what was a reasonable rate on a specific commodity 
carried a specific distance. The principle has found 
its widest application in those cases in which the Com- 
mission has had to consider the question as to whether 
or not a general advance in rates, or at least an advance 
on an entire class of commodities, by a single railway 
system or by several railroads acting in conjunction, 
was legitimate. 


2. Rates in general 


In seeking to make use of the principle that a rea- 
sonable rate is one that yields a fair return on capital 
actually invested, the Commission has been greatly 
handicapped by the fact that there has never been 
furnished to it any authoritative statement as to 
what is the actual capital investment of our railroads, 
either singly or in the aggregate, or as to what con- 
stitutes a reasonable rate of return on this capital. 
The United States Supreme Court in the Nebraska 
Freight Rate case' established the rule that a carrier 
is entitled to earn a “ fair return upon the value of 
that which it employs for the public convenience,” 
but this, in the absence of any standard for deter- 
mining what is that value, is, as the Commission 


1 169 U. S. 466. 
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says,! much like reasoning in a circle, since the value 
of a railway’s property is in large part dependent 
on the rates which it is permitted to charge. The 
Commission expressed the opinion in this case that 
the cost of reproducing a railway’s property could not 
well be made a test as to the value of the investment, 
tho it might furnish some assistance in determining 
that value. Even this standard of measurement is 
lacking, and the Commission stated the difficulties 
which it confronts in seeking to determine what con- 
stitutes a reasonable rate schedule in these words: — 


It is plain that until there be fixed either by legislative enactment 
or judicial interpretation, some definite basis for the valuation 
of railway property and some limit up to which that property shall 
be allowed to earn upon that valuation, there can be no exact 
determination of these questions. 


In the absence of such official standards the Com- 
mission in seeking to judge as to the reasonableness 
of a proposed general advance in rates has thrown 
upon the railroads the burden of proving that they 
were not prospering under existing rates. The most 
notable decisions of this sort were handed down only 
a few months ago and are still fresh in our minds; 
but the principles upon which the Commissioners 
acted in refusing to allow the recent proposed advances 
in freight rates are not new and need have caused no 
surprise to those who have followed the Commission’s 
line of reasoning in earlier cases. In the case which 
we have just been considering the carriers had de- 
clared that rates had been reduced in bad times; the 
prices of materials and labor had risen with the 
return of prosperity; the roads hence were entitled 
to raise their rates. The Commission itself has so 


1 Proposed Advances in Freight Rates, 9 I. C. C. Rep. 382. 
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succinctly stated the argument of the carriers that 
its words deserve to be quoted. 

The present prices of commodities are high, therefore they can pay 
a higher freight charge. Times are good and railroads should 
share in the general prosperity; but high prices of materials and 
labor add to the expense of operation and gross revenues must 
therefore be increased. 

This argument, it will be observed, is a combination 
of cost of service and of value of service, or “ charg- 
ing what the traffic will bear” arguments. So far 
as the cost of service argument is concerned its validity 
would of course depend on the evidence as to increased 
costs submitted by the carriers. If value of service 
is, however, to be made the test, and if any meaning 
is to be given to this elusive term, it is hard to see 
why the carriers’ argument is not conclusive. For 
in times of prosperity and high prices the railroads 
certainly do by means of the transportation of com- 
modities increase the value of service both to pro- 
ducers and consumers. We have already seen ' that 
the Commissioners permitted the increase in rates 
to be made in the case of iron and steel on the ground 
that the rates on these commodities had been reduced 
because of business depression. 

With reference to other commodities, particularly 
grain, the Commission shifted its ground. It declared 
that it was not called upon to consider alone the ques- 
tion as to whether the proposed rate was reasonable 
when “‘ estimated by the cost and value of the service, 
and as compared with other commodities,” but that 
it must decide whether the rate was “ reasonable in 
the absolute, regarded more nearly as a tax laid upon 
the people who ultimately pay that rate.” This 
statement might seem to introduce into the Com- 


2 Quarterly Journal of Economics, November, 1910, vol. xxv., p. 36. 
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mission’s decisions a new theory of rate making, viz. 
the tax principle so much emphasized by Professor 
Cohn. That this was not the intention of the Com- 
missioners, however, is shown by their further state- 
ment that every inquiry into the reasonableness of a 
given rate “involves the idea of some limit beyond 
which the capital invested in railways ought not to 
be allowed to tax other species of property.” 

While the Commissioners could not, in the absence 
of any judicial or legislative standard, declare just 
what the limit should be, they applied this apparently 
negative conclusion to the case under discussion in 
the following manner. The statistics of earnings 
and expenses of the leading lines covered by the in- 
vestigation showed that these roads had shared in 
the general prosperity of the country simply by an 
increase of their traffic. Railway transportation being 
subject to the law of increasing returns, this increase 
of traffic had caused an increase in the net earnings 
of the roads. The investigation further showed that 
rates in general, and on grain in particular, had not 
been reduced during the period of financial depression. 
The Commission therefore held that rates long estab- 
lished, which had been fixed by competition and were 
fairly remunerative, could not be advanced merely 
in order that in this way the railroads might share 
in the prosperity of the country. 

The report of an investigation made by the Com- 
mission In the Matter of Class and Commodity Rates 
from St. Louis to Texas Common Points, etc. is in 
many respects analogous to the case we have just 

1G. Cohn, Die englische Eisenbahn Politik der letsten sehn Jahre, pp. 65-84. 


For a discussion of Cohn’s theory see Professor Taussig’s Contribution to the Theory 
of Railway Rates, Quarterly Journal of Economics, vol. v., pp. 438-465. 


#111. C. C, Rep. 238. 
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considered. The roads in the Southwest had an- 
nounced an increase in rates and gave as their reasons 
for the advance: (1) an increase in “ the cost of labor, 
materials, and everything which enters into the con- 
struction and operation of a railroad ”’; (2) an increase 
in the prosperity of the country, in which it was said 
the railroads were entitled to share. As a proof of 
the increase in prices the railroads offered a com- 
parison between prices paid in 1903 and those paid 
in 1897, to which the Commission made answer: — 


It is evident that a comparison between the panic prices of 1897 
and the inflated prices of 1903 would produce startling results of 
this nature and it is equally evident that such comparisons are 
utterly worthless for determining a legitimate basis for freight 
rates. 


The Commission instituted an investigation of its 
own into the relative prices paid by the railroads 
for steel rails, equipment, fuel, and labor in the years 


1892, 1896, 1902, and 1903 and concluded that “ the 
total cost of moving a ton of freight one mile upon 
the lines of these respondents as a whole was probably 
as low in 1903 as it had ever been.”’ 

In answer to the claim of the carriers that they 
should share in the prosperity of the country the 
Commissioners replied : — 


To the proposition that the railroads of this country are entitled 
to share in the prosperous conditions of the present we entirely 
assent. ... When the claims of these respondents are carefully 
examined that is not at all the thing for which they contend, but 
rather that because the prices of the commodities which they 
transport have advanced the rate of transportation should also be 
advanced. To that we do not assent. The freight rate is not a 
commodity the price of which should ordinarily vary with the price 
of the commodities which are transported. A railroad may not 
advance its passenger fares simply because the people who ride 
are making more money. The question is rather whether the fare 
charged allows the carrier a fair return for its services. 
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The Commissioners admit that if the roads reduce 
a rate to enable a manufacturer to continue in business 
during a business depression “ there is no reason why 
with the return of prosperity the rate should not be 
restored,” but this was not the case with the advance 
announced. To show how illogical was the argument 
that the announced increase of rates was justified 
by the increase of prosperity the Commission quotes 
the argument of the representative of one of the roads 
that owing to the ravages of the boll-weevil in Texas 
his road did not get the usual amount of cotton for 
transportation and, 


for these reasons it had become necessary to advance rates in order 
to obtain sufficient revenue with which to operate the road and pay 
a fair return upon the investment. Here, therefore, we have in the 
same case and by parties of the same general system a claim upon 
the one hand that these advances are justified by general conditions 
of prosperity and upon the other hand that they are justified by 
general conditions of adversity. 


The way in which the roads should share in the 
prosperity of the country the Commission then pro- 
ceeds to indicate. 


Railroads should share in the general prosperity. They should do 
this partly by being able to advance those rates which have de- 
clined under commercial conditions. They should do it still more 
by the increased traffic which they obtain. In times of prosperity 
when money is plenty and business is good people ride more, buy 
more, new industries are being established and old industries are 
active, traffic increases and out of such increased traffic the rail- 
way obtains, by automatic action so to speak, without any advance 
in its rate a large share in the general prosperity. 


Declining to admit, therefore, that the proposed 
advance was to be justified either by cost of service 
arguments or by increases in the values of the com- 
modities transported, the Commission turned to the 
question as to whether the rates charged before the 
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advance was made were sufficient to allow the car- 
rier a fair return for the services rendered. The 
statistics as to cost of reproducing the property and 
as to the increase in gross and net earnings between 
1892 and 1903 showed on the whole favorable condi- 
tions. Most of the roads were shown to be earning 
six per cent or more on the cost of reproducing the 
property. The Commission nevertheless hesitated 
to issue an order for a restoration of rates to their 
former level, their hesitation being due to the fact 
that in spite of improved conditions the earning power 
of these roads was still below that of the roads in other 
parts of the country. 


The final test is the actual result of actaal operations and it cannot 
be denied that the financial showing of these respondents, es- 
pecially those roads which operate in the state of Texas, is not 
favorable. The railroads embraced in this discussion are mainly 
confined to Groups VIII and IX [of the Commission’s classifica- 
tion]. If these groups are combined and treated as one, the aver- 
age net earnings per mile are much lower than those in any other 
group in the United States. The percentage of cost of operation 
to gross revenue is larger than in any other group in the United 
States. While many of these respondents are yielding a munificent 


return upon any fair basis of valuation, and while most of them are _ 


earning six per cent, at least upon the cost of reproducing the prop- 
erties today, nevertheless it is true that many of them do not now 
and have not for years paid dividends to their stockholders. This 
is partly due to the fact of over capitalization and partly, perhaps, 
to the peculiar state of the law in Texas, which as applied to these 
railroads virtually requires that the net earnings be retained in 
the property, as previously explained. But in any view of the 
matter the fact cannot be overlooked that those Texas lines as 
compared with other roads in this country are poor. 

While firmly convinced that the advances had been 
due to rate agreements among the carriers, the Com- 
missioners concluded that a general reduction ought 


not to be ordered “ unless it is perfectly clear that the 
rates in effect are unreasonable.”’ 
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The statement just quoted from the Commission’s 
decision that the rates might be too low since some 
of the roads had been unable to pay dividends on stock 
which was at least in part “ water,” might lead one 
to suppose that the Commission was ready to concede 
the right of a road to earn dividends on watered stock 
as well as on capital actually invested. We have 
already seen' that this is not the case. Additional 
proof, however, is furnished by two other cases? which 
have come before the Commission in which the plea 
was made that if rates were reduced the carriers would 
be unable to pay dividends. The answer of the 
Commission was practically the same in both cases. 
In the Danville case they said concerning the common 
stock of the defendant carrier: — 


It does not appear that the persons to whom this stock was orig- 
inally issued ever paid one dollar in actual value for it. It simply 
appears that the stock is out-standing. This is not enough. Some- 
thing more is needed when a claim of this kind is set up than the 
mere fact of the existence and amount of capitalization. 


The Commission has, however, gone farther than 
merely to hold that there is no obligation on the part 
of carriers to maintain high rates in order to pay 
dividends on stock which represents no real invest- 
ment. In at least one case? it has put itself on record 
to the effect that railway managers who have made 
unwise ventures are not entitled to exact unreasonably 
high charges from shippers in order that their roads 
may become profitable investments. The defendant in 
this case sought to justify a greater charge for a short 
haul than for a long haul on the ground that com- 


1 Above, p. 517. 


* Grain Shippers’ Association of Northwest Iowa v. Ill. Cent. R. R. Co., 8 I. C. C. 
Rep. 158. City of Danville v. Southern R’y Co., 8 I. C. C. Rep. 571. 


* Cary v. Eureka Springs R’y Co., 7 I. C. C. Rep. 286. 
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petition necessitated a low rate for the long haul, 
while if the rate for the short haul were made equally 
low the earnings of the carrier would be insufficient 
to yield a fair return on the capital investment. The 
financial statements of the road for several years 
past were submitted in proof of this statement. The 
Commission had no authority to prescribe a rate 
for the future owing to the decision of the United 
States Supreme Court to that effect.2 It nevertheless 
recommended a reduction of the short haul rate in 


this case and said: — 


That transportation charges should be liberal until the earnings 
are fully sufficient for a fair return on actual investment will hardly 
be questioned, but it does not follow that rates long maintained 
and grossly discriminative must be continued and may be lawfully 
exacted year by year, tho it be assumed that railroad investment 
of property is so much more inviolable than other property that 
its owners must bear none of the losses or disadvantages incident 
to industrial and financial disarrangement, and that transporta- 
tion charges are never excessive when the annual net earnings are 
less than the amount necessary to the reasonable annual income 


on such property and investment. 


So far as a general schedule of rates is concerned, 
therefore, it may be said to be the opinion of the 
Commission that these rates may be only high enough 
to earn a fair return upon a legitimate investment of 
capital in the construction and operation of the road. 


3. Particular Rates 


A charge made for hauling a particular commodity 
or for the performance of a specific service may not 
properly be judged by the same standard as is applied 
to an entire rate schedule. Some rates need to be 
lower, while others may properly be higher than the 

* Maximum Rate Case. 167 U. 8. 479. 
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average rate needed to yield a fair return upon the 
capital investment. In the case of the Central Yel- 
low Pine Association v. The Illinois Central Railroad 
et al., the Commission has well explained why in 
measuring the reasonableness of a rate on a given 
commodity different standards must be applied than 
are used to measure the reasonableness of an entire 


system of rates. 
The defendants had attempted to justify an advance 


in the rates on lumber shipped from points in the 
southern states to places on the Ohio river and beyond, 
partly on the ground of an increase in costs of opera- 
tion, but mainly on the ground that “ lumber, con- 
sidering its character and the conditions attending 
its transportation, was not yielding its proportion 
of the revenue required by the defendants to meet 


their expenses.” 
To this argument the Commission replied: — 


The question of the reasonableness in this sense of a rate on a 
single article of traffic is one of almost insuperable difficulty. . . . 
The value of the entire property of a road employed for the public 
convenience can shed but little, if any light upon the question 
whether the rate on a single one among thousands of articles of 
traffic yields its proper proportion of a fair return on that value. 
The rate on one article of traffic may be reasonably high and the 
carrier fail to earn a fair return on the value of the entire property 
employed for the public convenience because of unreasonably 
low rates on other traffic, and vice versa, the rate on one article 
of traffic may be unremunerative or unreasonably low and the 
return to the carriers from its entire business may be fair or reason- 
ably high, the deficiency under the rate on one article of traffic 
being made up by the rates on the balance of the traffic. . . . 
While the Supreme Court has undertaken to point out “ certain 
elements”’ to be considered in determining the reasonableness 
of an entire system of rates, it has not named any as shedding 
light upon the reasonabieness of a rate on a single commodity 
like lumber. It is evident that such elements are widely variant 
in the two cases. Where an entire system of rates is involved, 


1101. C. C. Rep. 505. 


2 

3 

= 

3 

ee 

— 


526 QURATERLY JOURNAL OF ECONOMICS 


the principal, if not the only question, is whether the revenue 
yielded by the rates on all traffic is a “ fair return on the value 
of that which is employed for the public convenience ’’ — a ques- 
tion, the determination of which,— as we have shown, can have 
only a very remote, if any, practical bearing on the reasonableness 
of a rate on a single article of traffic. On the other hand, where 
the rate on a single article is in issue, the question (which could 
not arise in the former case) whether the rate is unjustly discrimi- 
natory or unduly preferential, may be presented, and the reason- 
ableness of the rate depends upon the value, volume and other 
characteristics affecting the transportation of the particular com- 
modity to which it is applied. 

In the present case the majority of the Commission 
decided that neither the increase in the cost of operat- 
ing the roads, nor the carriers’ need for increased 
revenues, nor yet the increased prosperity of the 
lumber manufacturers, warranted the increase of rates. 
The advance in rates was due to concert of action 
between the carriers and this concert of action had 
eliminated competition. The Commission held that 
the rates should be restored to the level at which 
competition had left them. 

Practically the same arguments were advanced 
and the same conclusions reached in another lumber 
case, that of H. H. Tift et al. v. Southern Railway 
Company et al.1_ The same principle is also expressed, 
tho perhaps less clearly, in several of the earlier de- 
cisions.? 

The Commission has given weight, however, to 
the argument that need of revenue may justify a 
carrier in maintaining discriminatingly high rates 
under certain exceptional circumstances. Certain of 
the southern states have within recent years established 
uniform passenger rates of 3 cents a mile on the roads 


1101. C. C. Rep. 548. 


2 See for example Jerome Hill Cotton Co. v. M. K. & T. R. R. Co., 6 I. C. C. Rep. 
601. Brewer & Hanleiter v. L. & N. R. R. Co., 7 I. C. C. Rep. 224. ' 
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within their borders. The roads have protested 
against lowering their interstate rates to the same 
figure, claiming that to do so would reduce their 
revenues to such a point as to yield them less than a 
fair return on their investment. Very reluctantly 
the Commission has permitted, in some instances, the 
higher interstate rates to remain in force. In one! 
of the cases the Commission said : — 


A reduction of this interstate passenger fare would not contribute 
to the development of the section or increase materially the pas- 
senger business of the line. Reducing the fare to three cents per 
mile would render the earnings of this part of the system less than 
the average upon the whole system and less than the average of 
other roads in that part of the country. 


In another case* where the Commission decided 
that the interstate rate complained of was not un- 
reasonable the Commission added: ‘‘ What the com- 
pany is entitled to ask is a fair return upon the value 
of that which it employs for the public convenience.” 

Of more significance, however, is the Commission’s 
statement in the case of Board of Trade of the City 
of Hampton, Florida v. Nashville, Chattanooga & 
St. Louis Railway Company * where financial necessity 
was made one of the excuses by the defendant for 
accepting rates at competitive points which did little 
more than cover the operating expenses and which 
could therefore not be extended to non-competitive 
points. The Commission replied: — 

Rates cannot be said to be reasonable which are not reasonably 
remunerative to the carrier, and rates which do not pay their full 


proportion of operating expenses, fixed charges and reasonable 
dividends are not per se, or in and of themselves, reasonably re- 


1 A. L. Artz v. Seaboard Air Line Railway, 11 I. C. C. Rep. 458. 
* R.C. Brabham et al. v. Atlantic Coast Line R’y et al., 11 I. C. C. Rep. 464. 


*81.C.C. Rep. 503. 
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munerative. While it may be that carriers, under certain excep- 
tional conditions, are justified in accepting rates which pay any- 
thing in excess of operating expenses or the cost of movement, 
yet as a general rule all traffic should be made, if possible, to pay 
its due proportion of operating expenses, fixed charges and rea- 
sonable dividends. 


It may then be held to be the well-established 
opinion of the Interstate Commerce Commission, 
as well as of the courts, that the test to be applied 
to determine the reasonableness of an entire system 
of rates is whether these rates yield only a “ fair return 
on the value of that which is employed for the public 
convenience.” Much still remains to be done in the 
way of measuring that value, but the Commission 
at any rate is clearly inclined to the opinion that it 
must include only bona fide investments of capital. 
Tho the same test cannot be applied with the same 
degree of accuracy in the case of particular rates, 
the principle may be said even here to have found 
recognition that unless exceptional conditions prevail, 
a particular rate must be so arranged as to cover 
the commodity’s ‘due proportion of operating ex- 
penses, fixed charges, and reasonable dividends.” 


IX. GENERAL SUMMARY AND CONCLUSIONS 


We have attempted in the course of these papers 
to set forth as fully as space would permit the theories 
of the Interstate Commerce Commission concerning 
the bases of railway charges. These views have been 
enunciated in the course of many decisions rendered 
during a period covering two decades. Since the 
membership of the Commission has been changing 
in the meantime, the theories do not always represent 
the changing views of the same individuals. In 
spite of the obvious difficulty in attempting to re- 
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state and classify other men’s opinions, it is believed 
that the preceding discussion, in which the funda- 
mental principles in each case have been given as 
frequently as possible in the Commission’s own words, 
has not greatly misrepresented or exaggerated the 
views of that body. 

We must now attempt such an interpretation of 
the Commission’s views as shall show how the leading 
principles revealed by our classification may be in a 
large measure harmonized and reduced to their lowest 
terms. If this can be done in a satisfactory manner 
we shall be able to indicate the tendencies which are 
likely to be followed in our system of government- 
regulated railway rates in future years. It is perhaps 
unnecessary to say that the members of the Commission 
must in no degree be held liable for this interpreta- 
tion. The present writer assumes full responsibility. 

The Commission began its work with the idea that 
value of service was the underlying principle of railway 
rates. It was unable, however, to furnish such a 
precise definition or explanation of this term as would 
enable it to be used as a concrete measure of a reason- 
able rate. How uncertain is the meaning of the phrase 
and how different may be the interpretation of it 
given by the railway manager from that which the 
Commission clearly had in mind is shown by the use 
made of it to defend the rate on cotton charged by 
one of our southwestern roads.' The vice-president 
of the road had stated before the Commission that 
the rate in question had been made in accordance 
with the principle of ‘the value of the service.” 
Upon being asked to explain the method of applying 
the principle in this case, he replied that two rules 
had been followed by his company: (1) “to give 

1 Jerome Hill Cotton Co. v. M. K. & T. R. R. Co., 6 I. C. C. Rep. 601. 
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[secure] the largest revenue the traffic will bear”; 
(2) “ to find a market for the stuff.”” Keeping both 
these principles in mind, he declared that “ any rate 
is reasonable under which traffic will move absolutely. 
It all moves out every season. If it moves out, it 
must be a reasonable rate.” 

If this pragmatic explanation of what constitutes a 
reasonable rate be accepted as a fair indication of what 
we may expect when rates are fixed according to value 
of service, it is plain that we shall find that value of 
service is merely equivalent to the well-known monop- 
olistic principle of charging that price which will 
yield the highest net return. It is also evident that 
the Interstate Commerce Commission could never 
consent to the use of such a principle as a basis for 
determining reasonable rates. 

The great advantage which cost of service has over 
value of service is that it furnishes a concrete standard 
of measurement. It states a quid pro quo as a reason 
for making the charge. It is the standard of reason- 
ableness which has been adopted in all our economic 
relations. To make charges less than costs would 
mean that other commodities or other industries 
would have to make up the deficiency, or else the 
railroads of the country would run at a loss. To 
charge more than costs, on the other hand, would 
mean that the railway industry was forcing other 
industries to surrender to it a portion of their legiti- 
mate earnings. The fact that it is universally ac- 
cepted in other transactions as a test of reasonableness 
explains why the Commission has naturally turned 
to a consideration of costs when the equity of a given 
rate has been brought in question, and it also explains 
why railway officials have naturally made cost of 
service their defence whenever their rates have been 
attacked. 
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At the outset of its labors the Commission was not 
inclined to place much confidence in cost of service 
as a principle for determining rates. The feeling that 
rates fixed in this way would prevent the free move- 
ment of certain commodities explains in part the 
attitude of the Commissioners, but the main objection 
has seemed to be the practical impossibility of deter- 
mining the exact cost of transporting a particular 
commodity. That there are obstacles— insuperable 
ones— to any direct determination of the costs of 
performing a specific service in transportation no 
one familiar with the subject would deny. It has 
not been by means of a direct determination of the 
costs, however, that the Commission has sought a 
solution. The method followed, as we have seen, 
has been that of comparison. The ascertainable 
costs of moving a certain commodity have been com- 
pared with the costs of moving the same commodity 
in a different manner or under different circumstances. 
The method of comparative costs does not yield abso- 
lutely accurate results but it is oftentimes sufficient 
for practical purposes and we must remember that 
economics, like law, does not concern itself with trifles. 

The method of comparative costs has not always 
been applicable however. The Commission has then 
been confronted with the task of discovering some 
other means of measuring rates which would yield 
the same results as would be attained by a comparison 
of costs, were that method practicable. In some 
cases, as we have seen, distance may be used as a 
means of measuring the reasonableness of rates. 
Considered as the sole element in the determination 
of rates distance would of course yield unsatisfactory 
results; but it is nevertheless, as the Commission 
says, “in the absence of other influences a controlling 
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element.” Its value as a measuring instrument 
lies not in the fact that it is independent of costs but 
that in the absence of other influences it reflects costs. 

The same thing may be said of the effort of the 
Commission to preserve for a place its natural ad- 
vantages of location. A place can have no advantage 
of location which a carrier is bound to respect other 
than that which is due to its ability to place its products 
on the market at less cost than can its competitors. 
Rates based on the principle of recognizing natural 
advantages of location are therefore true to the cost 
of service principle. 

Even in the absence of these indirect methods of 
determining costs, the Commission has found it pos- 
sible to reach the same goal by other methods. It is 
a fundamental principle of economics that free and 
untrammeled competition, operating over a long period 
of time, tends to reduce prices to a cost basis. We 
have therefore only to apply this principle to railway 
rates to see that rates which have been fixed by com- 
petition, provided that this competition has been of 
a normal sort, will be the same as they would be if 
all the costs of service had been calculated and rates 
had then been based on costs. In spite of all the 
inconsistencies and contradictions involved in the 
Commission’s discussion of competition, — many of 
which, as we have observed, are due to an effort to 
preserve the spirit of the law,— we see running 
throughout the Commission’s decisions a tendency to 
fix rates at the point where a normal and healthy 
struggle between competing interests has tended to 
leave them. Competitive rates are therefore true 
to a cost of service principle. 

One other alternative has been presented to the 
Commission in certain cases where it has been unable 
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to calculate the costs of service and this, too, has 
been in accordance with well-known economic prin- 
ciples. What the economist always means by cost 
price, is that price which covers not only actual ex- 
penditures made in production but which also leaves 
a normal rate of return upon all the capital invested. 
In those cases, therefore, in which the Commission 
has been called upon to deal with a whole system of 
rates; where it would have been clearly impossible 
to have calculated all the costs; where even the 
comparative method was lacking because the increase 
of rates had been made general, and where competition 
was not present, — it has still been possible to ask 
whether these rates have yielded the same results, 
measured by their effect on earning power, as would 
have resulted if the cost of service principle had been 
applied. 

In accepting different methods of measuring the 
reasonableness of railway rates the Interstate Com- 
merce Commission has been confronted with the 
same difficulty that we find when we come to measure 
the size or magnitude of physical objects, and it has 
solved the problem in the same way. In some cases 
we use dry measure, in others liquid measure, in others 
cubic measure, and in still others measure by weight. 
In the metric system, the fundamental unit is the 
metre, but for practical purposes it is often con- 
venient to use as the unit of measurement the litre 
or the gram, both of which are, however, based upon 
the metre. In the same way the Commission in its 
efforts to base rates upon cost of service has found it 
practically advantageous at times to use other methods 
of measurement, — distance, advantage of location, 
competition, fair return on investment; all of which 
in the sense in which they are employed by the Com- 
mission are merely expressive of cost relations. 
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Two other considerations emphasized by the Com- 
mission, value of commodity, and sectional or class 
interests, still remain to be dealt with. With reference 
to the last-named consideration it is hard to see how 
it can be made to fit in with any defensible theory of 
railway rates. Possibly the decisions rendered in 
most of the cases coming under this head are entitled 
to a degree of justification on the ground that the 
Commission was endeavoring to preserve competition 
among producers. Many of the cases in which value 
of commodity was made the basis of the Commission’s 
decision might easily have been grouped under the 
heading of cost of service. This is because differences 
in rates, measured by differences in values of com- 
modities, were allowed because the carrier was assumed 
to have accepted greater risks in transporting the 
more valuable commodities. In other cases where 
low rates were prescribed for low-grade commodities, 
for example such articles as are usually given com- 
modity rates, it is obvious that the low rates could 
have been justified as easily on the principle that the 
costs of moving these commodities were low as on the 
basis of their low values. If the carriers had been 
able to show that it actually cost more to move a 
commodity having a low value than it did to transport 
one having a higher value it is doubtful if the Com- 
mission would ever have insisted that the less valuable 
commodity should receive the lower rate. In many 
cases we have observed that the values of commodities 
were allowed to affect rates because the Commission 
felt under obligation to maintain competition between 
establishments located at different points and engaged 
in turning out products in different stages of manu- 
facture. Here again it is often possible to trace, 
indirectly through competition, a relation between 
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the value of the commodity and the cost of transpor- 
ting it. It is of course not pretended that all cases 
in which value of commodity is selected as the basis 
of rate making can thus be brought under the cost of 


service principle. 

If the conclusion be accepted, which these articles 
seem to support, that the tendency of the Interstate 
Commerce Commission’s decisions is, on the whole, 
towards a cost of service theory of rate making,' there 
still remains the task of so stating a theory of rates 
as to bring in the various considerations which we 
have seen the Commission has emphasized as factors 
in rate making, and show how they can be related 
to the fundamental principle. It is perhaps well to say 
that nowhere has the Commission undertaken to state 
such a comprehensive theory of rate making. 

1. In any system of government-made or govern- 
ment-regulated railway rates, it would seem that 
this fundamental economic principle should be kept 


1 These articles do not profess to discuss the decisions of the Commission since 
the Hepburn Act became operative or to consider the theories of other writers. It 
seems worth while, however, to call attention to the fact that a consideration of the 
later decisions uf the Commission and especially its decision in the recent “ advances 
in rates” investigation in western trunk line territory would do much to strengthen 
the idea that the Commission was tending towards a cost of service theory. Several 
books and articles by recent writers also tend to support the argument that cost of 
service is both practicable and desirable as a basis of railway charges. See especially 
the article by Commissioner Halford Erickson of the Wisconsin Railway Commission 
explaining the methods followed by that Commission; The Basis of Reasonable 
Railway Rates, Publications of the American Economic Association, Third Series, 
vol. ix (1908), pp. 95-102. See also Standards of Reasonableness in Local Freight 
Discriminations by Professor John M. Clark of Amherst College in Columbia Uni- 
versity Studies in History, Economics and Public Law, vol. xxxvii, no. 1; also 
Professor M. H. Robinson’s articles on Railway Passenger Rates and Railway Freight 
Rates, Yale Review, vol. xvi, pp. 355-399; vol. xvii, pp. 121-153. Professor Robinson 
believes that there is a tendency towards the fixing of rates on the basis of costs deter- 
mined by a scientific and elaborate system of cost-keeping, but points out that at 
present this is not practicable owing to the unscientific character of railway accounts. 
It may be said that rates on the eastern trunk lines have for some years been fixed in 
accordance with a cost of service theory. See Professor Ripley's article, The Trunk 
Line Rate System: A Distance Tariff, Quarterly Journal of Economics, vol. xx (1906), 
Pp. 183-210; reprinted in Ripley's Railway Problems, pp. 309-332. See also Johnson 
and Huebner, Railroad Traffic and Rates, vol. 1, ch. xxi,and McPherson, Railroad 
Freight Rates, pp. 70-78. 
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in mind: to perform the service of transporting per- 
sons and goods with the least possible expenditure 
of social energy. 

_ 2. One transportation route or one transportation 
system should never be allowed to take from another 
route or system, merely as a consequence of competi- 
tion, traffic which the latter route or system can carry 
at less expense. 

3. Rates should be so adjusted as never to take 
from a place its natural geographical advantages of 
location; but natural advantages should not be so 
construed as to mean monopoly privileges. 

4. Railway rates as a whole should just cover 
costs as a whole, allowing for a normal rate of return 
on capital actually invested, a normal return for labor 
of all sorts, and for depreciation, but not for better- 
ments. This would not mean that superior efficiency 
in railway management was not entitled to reap the 
rewards of its superiority in the same way it does 
in the ordinary industrial establishment where com- 
petition rules. On the other hand, the rule must 
not be construed to mean that any investment in a 
railroad, no matter how foolishly or recklessly made, 
is entitled to exact high rates from persons and 
industries along the line in order to earn current 
interest rates or dividends. Railway property is not 
more sacred than other property, nor are railway 
investors immune from the consequences of their 
own acts. 

5. Each commodity transported should, as far as 
possible, be made to defray its own share not only 
of operating and terminal costs but also of the fixed 
costs and dividends. It is possible under modern 
accounting methods to determine these costs with 
an approximate degree of accuracy for the principal 
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commodities and classes of traffic. The rates on other 
commodities may be determined by comparing their 
ascertainable costs with those of the principal com- 
modities, and to a lesser extent by a comparison of the 
relative values of the commodities. 

6. Differences in distance may be made a test of 
the reasonableness of differences in rates where other 
conditions appear to be similar; yet the general rule 
must be kept in mind that tho the aggregate charge 
should increase as distance increases, the ton-mile 
rate should decrease. 

7. Where the application of none of the above 
principles seems practicable, competition, which has 
been conducted in a normal manner over a period of 
several years, may be assumed to have established a 
fair relation of rates. 

8. A reasonable rate is one which yields a reasonable 
compensation for the service rendered. If a given 
rate is reasonable in this sense, an increase in the price 
of the commodity or in the profits to the producer 
will not be a valid excuse for increasing the railway 
rate. The carrier will justly share in the increased 
prosperity of the producer by securing a larger traffic 
in this commodity. 

The possibility of applying these rules to the business 
of railway transportation is proved by the fact that 
the application of every one of them can be shown by 
illustrations taken from the Commission’s decisions. 
Their consistent application would mean that the 
railroads would neither tax the industries of the 
country nor have their own investments sacrificed; 
they would not build up one place or industry at the 
expense of some other place or industry; they would 
not take from some persons or commodities their 
proportionate share of the costs of transportation 
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and impose them upon other persons and commodi- 
ties; and finally they would not by their system of 
rate making retard industrial progress or have their 
own development hindered by failing credit or lack 
of revenue. 


M. B. Hammonp. 


Sratre University. 
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SCIENTIFIC MANAGEMENT IN THE OPERA- 
TION OF RAILROADS 


SUMMARY 


Testimony before the Interstate Commerce Commission, 539. — 
“Scientific Management ” to save railroads a million dollars a day, 
539. — What is “Scientific Management ? — Its success in manu- 
facturing establishments, 544.— Practically untried in railroad opera- 
tion, 545.— Santa Fe experiments inconclusive, 546. — Differences 
between manufactories and railroads in extensive range of action (549) . 
—Character of public service (550), and labor union iffluence, 553. — 
Progress of railroads in economical operation, 556. — Further progress 
possible by a more general adoption of best methods of best railroads, 
559. — Difference between Scientific Management as a system and 
the best railroad methods not one in kind but in degree, 560. 


THe most striking feature of the recent public 
hearings before the Interstate Commerce Commission, 
in the matter of proposed increases in freight rates, 
was the charge of railroad inefficiency. Mr. Brandeis’s 
clever turn in attacking the railroads in the quarter 
where attack was least expected called sharp attention 
to the subject of railroad management. The public 
was caught instantly by the dramatic statement 
that the railroads could save a million dollars a day 
through the adoption of a new system of scientific 
management, and their lively interest in it was kept 
up by newspaper and magazine discussion. In get- 
ting at the truth, the public had little constructive 
assistance from the railroads, and their disdainful 
attitude added to the first effect of the charges. The 
general impression, therefore, was that the railroads 
were needlessly deficient. 

It is advisable to examine the charge of inefficiency 
apart from the rate question, which is now settled.' 


1 In ita decision of February 22, 1911, on proposed advances of rates by carriers 
in official classification territory, the Commission says: “‘ It is difficult to see exactly 
589 
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It is, perhaps, comprehensible that the railroads, 
already harried by public attack and suspicion, and 
now reproached unjustifiably, as they think, should 
be indignant at being presented with a new pill to 
swallow. Perhaps they may be pardoned for looking 
on it as a quack remedy. But it behooves the student 
of railway problems to examine the new prescription 
carefully and, so far as may be, impartially to inquire 
whether the railroads have some justification for 
distrust, to ascertain if the extent of waste is as great 
as suggested, to indicate some of the limitations on 
the adoption of any system of scientific management, 
and to suggest what may be learned with profit from 
its advocates. 

It is necessary at the outset that we have a clear 
understanding as to what is meant by scientific manage- 
ment. To obtain it, we will go at once to headquarters. 
Mr. Frederick W. Taylor, consulting engineer, Phila- 
delphia, is acknowledged as the dean of the efficiency 
experts and the originator of the new system. Mr. 
Taylor was conspicuously successful in his manage- 
ment of the Midvale Steel Company, where he was 
successively laborer, foreman, superintendent, and 
general manager. There his system was first worked 
out. In addition, he has also made an international 
reputation as the inventor of high-speed steel for 
metal-cutting tools and drills, an achievement in itself 
what application the Commission can make in this case of this testimony [on scientific 
management). The witness who apparently had most to do with originating and 
applying these methods testified that they were in actual operation in not over one 
tenth of one per cent of all the manufacturing establishments of this country. The 
system is everywhere in an experimental stage. To some extent it has been tried 
and is now being tried by our railways. The representatives of railway labor who 
appeared before us stated that these methods could not and should not be introduced 
into railway work. Upon this record, we can hardly find that these methods could 
be introduced into railroad operations to any considerable extent, much less can we 
determine the definite amount of saving which could be made. We cannot therefore 


find that these defendants could make good any part of these actual advances in wages 
by the introduction of scientific management.” 
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sufficient to stamp him as a man of remarkable scien- 
tific attainments. The history of the gradual evolu- 
tion of his system of shop management, his successful 
efforts to systematize and conserve labor, and the 
experiments in evolving high-speed steel, reads like a 
romance.' 

The fundamental principles of Mr. Taylor’s system 
are definite, and are set forth by him as follows: ! — 


First. Each man in the establishment, high or low, should 
daily have a clearly defined task laid out before him. This task 
should not in the least degree be vague or indefinite, but should 
be circumscribed carefully and completely, and should not be 
easy to accomplish. 

Second. Each man’s task should call for a full day’s work, 
and, at the same time, the workman should be given such condi- 
tions and such appliances as will enable him to accomplish his 
task with certainty. 

Third. He should be sure of large pay when he accomplishes 
his task. 

Fourth. When he fails he should be sure that sooner or later 
he will be the loser by it. 

When an establishment has reached an advanced state of or- 
ganization, in many cases a fifth element should be added, namely, 
the task should be made so difficult that it can only be accom- 
plished by a first-class man. 


Under the first principle, the difference between 
the Taylor plan and ordinary practice lies in the 
very careful study (by experts with stop watches) 
of each element in each task, so that definite informa- 
tion is available as to how long it should take. In 
ordinary practice, the fixing of piece-work rates is 


1 The writer attended Mr. Taylor's several lectures before students in the Gradu- 
ate School of Business Admiuistration, Harvard University. He has also seen the 
Practical application of the new system in the plant of the Tabor Manufacturing 
Company of Philadelphia, where Mr. H. K. Hathaway, vice president of the company, 
took considerable time and pains to explain it thoroly. Scientific management 
has practically revolutionized the work of the establishment. Before its introduction 
there were more than 100 workmen at the machines and less than 6 men in the office; 
now there are 70 workmen in the shop and 30 men in the office and planning depart- 
ment and the output has been increased over 300%. 

' From a paper read by Mr. Taylor before the American Society of Mechanical 
Engineers, June, 1903. Mr. Taylor is a former president of the society. 
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left to the judgment of the foreman or piece-work 
specialist, and the rates are often changed. Under 
Mr. Taylor’s plan rates are inflexible unless conditions 


In the application of the second principle, Mr. 
Taylor goes much further than is customary in stan- 
dardizing tools and machine accessories, and syste- 

matizing the storing and distributing of materials, 
sharpening of tools, and the like. Two unique features 
are the planning department and functional foreman- 
ship, the latter calling for a corps of specialists, each 
with a single function, instead of the military type 
of organization, under which the foreman is respon- 
sible for the work and discipline of all the men under 
him and all the machines which they use. The plan- 
ning department is designed to take out of the hands 
of foreman and men all the planning of work and 
how it is to be done. The workman is merely to act 
upon written instructions. To make sure that the 
work is properly performed, the supervision formerly 
divided between the superintendent and foremen 
is assigned to a number of persons: (1) the gang 
boss, who has charge of the preparation of all work 
up to the time it is set in the machine; (2) the speed 
boss, who sees that proper cutting tools are provided 
and machines properly operated; (3) the inspector, 
who is responsible for the quality of the work; (4) 
the repair boss, who sees that the workmen keep their 
machines clean and properly oiled; (5) the route 
clerk, who lays out the exact route by which each 
piece of work must travel from machine to machine; 
(6) the instruction card man, who has charge of making 
up written instructions for each job; (7) the time 
and cost clerk, who prepares accurate cost data; and _ 
(8) the shop disciplinarian, who handles all matters of 
discipline and adjustment of disputes. 
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The foregoing briefly describes what is meant by 
scientific management in shops. As a system, its 
details have been well developed and it is in successful 
operation in a number of important manufacturing 
establishments. For branches of railroad work outside 
the shops, however, no definite plan has been worked 
out, nor have any experiments been made to determine 
whether the principles or details of shop scientific 
management are superior to the best practice of well- 
managed roads in activities outside of the shops. 

Mr. Brandeis, in his brief in the rate controversy, 
is not so definite. He describes scientific manage- 
ment as involving a careful analysis of each unit, 
and a comparison of each of the smallest steps in the 
process with an ideal of perfect conditions. The 
system means, he says, that before anything is done, 
it must be determined what shall be done, how it shall 
be done, and what it shall cost. Planning in advance, 
he explains, is the essence of the new system. It 
affords a stimulus to workmen in ‘the form of a 
higher rate for greater output. It shifts the burdens 
of management from employee to the management, 
where they belong. It demands universal prepared- 
ness, full and complete records, and the ascertain- 
ment and application of the best attainable methods, 
practices, tools, and machines; and it means further 
that all tools, machines, and appliances shall be prop- 
erly standardized and in perfect condition. 

This summation is admirable so far as it goes, but 
it is incomplete. The features which fail to get men- 
tion are very important and probably are those upon 
which Mr. Taylor would place strong emphasis. 
Nothing is said about the long time required for 
patient and careful study in the introduction of the 
Taylor system, nor its delicacy of adjustment, call- 
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‘ing for thoro and painstaking effort. There is no 
reference to the difficulty of finding exceptionally 
skilled experts to specialize in the new field of trans- 
portation. The number of such experts is exceedingly 
small. These omissions in setting forth the scope 
and plan of scientific management are of serious 
consequence, since the public is only too ready to 
believe in new treatments, and as a result a swarm 
of unqualified or imperfectly qualified “ physicians ”’ 
is already appearing. The railroads are continually 
importuned to adopt schemes or devices which their 
originators believe will bring large returns, but which 
are obviously impractical or are likely to be vitiated 
in experience by some fatal defect. After many 
experiments of this kind, the railroads are naturally 
wary or skeptical. It is of the greatest importance, 
both for the railroads and the system of scientific man- 
agement, that a clear distinction be made between 
the genuine thing and the poor copy. Amidst diversity 
and disagreement of doctors, railroad men, with large 
responsibilities, may well hesitate and insist upon 
proof before accepting the new doctrine. 

To what sources may they turn for this proof? 
Unfortunately, a convincing demonstration, either 
affirmatively or negatively, is yet to be made in rail- 
road operation. Only in textile mills, printing and 
binding concerns, and other manufacturing establish- 
ments, is there ample proof that scientific manage- 
ment is both practicable and profitable, that it has 
increased output and at the same time decreased cost. 
The testimony before the Interstate Commerce Com- 
mission is replete with concrete illustrations of sub- 
stantially increased net returns, notably in the cases 
of the Yale & Towne Company, The Link Belt 
Company, Tabor Manufacturing Company, Brighton 
Mills, and Plimpton Press. 
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The only instance of the application of something 
similar to the Taylor system in railroad operation 
is the experiment made on the Atchison, Topeka & 
Santa Fe Railway in 1904-07 by Mr. Harrington 
Emerson, president of the Emerson Company of 
New York, who are standard practice and efficiency 
engineers. Mr. Emerson is the author of the inspiring 
book, Efficiency, and an earnest advocate of advanced 
methods of securing efficiency. He has had a wide 
experience in installing his system in industrial estab- 
lishments and has devoted much time to developing 
a plan particularly adapted to railroad shops. The 
results, as described in articles by the ,ditor of the 
Engineering Magazine and by Mr. Emerson himself in 
several articles and lectures, indicate on their face 
that the workings of the new system were remarkably 
successful. In selected items of expense and unusual 
units of cost, large savings are shown. In one minor 
item, the maintenance of belts, astonishing results 
were achieved by more scientific treatment from work- 
man to purchasing agent. 

It will be remembered that Mr. Emerson was the 
authority for the statement that the railroads, by 
the adoption of scientific management, could save a 
million dollars a day. While it is not clear from his 
testimony before the commission, Mr. Emerson has 
stated elsewhere how he arrived at his estimate of a 
million a day.! He took the last statistical report 
of the Interstate Commerce Commission and applied 
to each grade or class of employee and cost of 
materials the percentage of efficiency obtaining in 
railroad operation at this time, according to his obser- 
vation and judgment. Thus he ascertained what 


1 The writer had the pleasure of discussing this subject personally with Mr. Emer- 
son. 
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it would have cost to run all the railroads at 100% 
efficiency. He believes, for instance, that shops are 
but 60% efficient; section forces, less than 50%; 
stationmen, 60% to 80%. Applying the same process 
and reasoning to the cost of materials, he estimates, 
for example, that fuel consumption is but 50% efficient. 
It requires an average saving of approximately 23% 
in all items of expense to reach a million per day. 
If the saving applied only to the accounts specifically 
referred to, namely, section forces, shops, fuel, and 
freight stations, it would be necessary to reduce 
each of these by 50%. In either case, the operating 
ratio must be cut down from 66% to 51%. The 
result would be also that 310,000 workmen out of a 
total of 1,500,000 would be dispensed with. 

Since this one example of efficiency methods is held 
up to the railroads for emulation, it is advisable to 
call attention to certain conditions, not emphasized 
in the descriptions of accomplishments; not with 
any thought of minimizing the good that was ac- 
complished while Mr. Emerson was with the Santa 
Fe, but to explain why the results of the experiment 
are not convincing. 

In the first place, the new system was introduced in 
the Santa Fe shops just after the collapse of a lengthy 
strike of machinists. Shop forces were demoralized and 
maintenance costs abnormally high, because of the in- 
evitable employment of incompetent men to take the 
place of the strikers. A return to normal conditions, 
under any system, would have shown a marked im- 
provement when results were compared with the 
former abnormal period. 

In the second place, the introduction of high-speed 
steel for tools for cutting and drilling was coincident 
with the installation of Mr. Emerson’s system, altho 
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not one of its distinct or unique features. High- 
speed steel was in general use before that time in other 
railroad shops; in fact, railroads were among the first 
extensive users of Mr. Taylor’s invention. It is 
certain that the Santa Fe would have adopted the 
new tool steel, as other roads had already done, even 
had Mr. Emerson’s system not been adopted. Mr. 
Taylor’s new steel revolutionized the art of cutting 
metals and very much reduced shop costs. A large 
part of the Santa Fe saving, therefore, was due as 
much to high-speed steel as to the new system of 
management. 

In the third place, Mr. Emerson’s usual method 
of expressing the expense of locomotive maintenance 
is in cost per “ road unit.’’ This is an unusual and mis- 
leading average because it includes the weight of the 
locomotive as a factor and assumes that the repair 
cost varies directly with the weight. It assumes 
that an engine weighing one hundred tons will cost 


twice as much to repair as one weighing fifty tons. 


This assumption is not entirely incorrect; it is true 
that a heavy engine costs somewhat more to maintain 
than a light one. But the cost of repairs does not vary 
directly with weight. In this case, Mr. Emerson’s 
unit gave a favorable showing to the new system, 
because of the purchase of a large number of new and 
heavy locomotives during the first two years under 
his régime. Naturally, the new engines did not call 
for the same measure of repair work as the older ones, 
which had kept up the cost in the previous period 
with which the comparison was made. 

The unsatisfactory character of the ordinary ac- 
counting unit, ‘‘ cost of repairs per locomotive mile,” 
is recognized. Yet, with a knowledge of conditions, 
it is a better index than the Emerson unit, which 
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assumes that cost varies directly with weight. The 
most reliable indication of cost of maintenance is 
afforded after all by the “ per mile” and “ per year” 
figures in the annual reports. In the figures tabu- 
lated below, comparison is made between the Santa 
Fe and the Union Pacific, running through similar 
territory to the north, and also the Southern Pacific, 
running through similar territory to the south. It will 
be noted that the Santa Fe costs have been steadily 
higher since 1903 than those of either of the Harriman 
lines. Taking the average of the seven-year period 
following the introduction of the new system on the 
Santa Fe (1904-10), its “per mile” costs are 20% 
higher than the Union Pacific and 14% higher than the 
Southern Pacific. 


Cost or Locomotive Reparrs AND RENEWALS 


per mile per locomotive 


Year Union | Southern Unio: Southern 
Santa Fe| Pacific | Pacific Pacific | Pacific 


1903 9.97c. | 10.39¢. 8.62c. $3,590 | $3,289 
1904 | 13.42 | 11.23 10.33 3,565 3,588 
1905 | 14.87 | 11.56 11.23 3,791 3,473 
1906 | 11.08 8.61 11.26 3,068 3,531 
1907 | 10.50 8.66 10.48 2,933 3,563 
1908 | 13.74 | 10.70 10.79 3,108 3,234 
1909 | 11.95 | 11.50 11.85 3,149 3,182 
1910 | 12.87 | 11.72 11.63 3,656 3,551 


In his testimony before the Interstate Commerce 
Commission Mr. Emerson referred to the time taken 
to give a locomotive shop repairs. By his system 
the time was reduced from sixty to thirty days. To 
the uninformed public this would seem a gratifying 
accomplishment. But even thirty days is too long. 
Many of the railroads do better. On the Chicago 
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& North Western, for instance, the average is fifteen 
days. In this case again the improvement is relative 
only. The final results are no better than the aver- 
age of other roads, nor as good as those of roads which 
are very well managed. 

Since the Santa Fe experiment lacks convincing 
proof, the railroad manager must turn to the records 
of the manufacturing establishments where scientific 
management is known to be eminently successful. 
The impulse of the railroad man, as well as of the 
manufacturer, is to acknowledge the benefits of the 
system elsewhere, but to doubt that it can be success- 
fully applied to the complex details and difficulties 
of his business with which the efficiency experts cannot 
be intimately acquainted. His first answer usually 
is, This may work elsewhere, but not in my plant.” 
But open-minded railroad men, while admitting that 
they may be giving a stereotyped objection, and 
that in the course of years some roads may find fea- 
tures of value in the system of management thus 
rudely brought to their attention, may nevertheless 
urge with good reason that especial difficulties stand 
in the way. The success of scientific management 
in commercial undertakings does not in itself prove 
that the new system would be equally effective 
in railroad work. The essential differences between 
railroads and manufacturing establishments must be 
borne in mind. These differences may be summarized 
under four headings: (1) area and extent of activity; 
(2) nature of product or output; (3) relations with 
the public and the government; (4) relations with 
labor unions. 

(1) The differences in area and extent of activity 
are obvious: the manufacturing establishment with 
its concentrated forces and intensive activity; the 
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railroad with its long lines of communication, scat- 
tered units of organization, and extensive range of 
action. Railroad forces, spread out thinly over the 
line, necessarily work under scant supervision. Sec- 
tion forces, stationmen, signal and repair men, car 
inspectors and oilers, work-train and way-freight 
crews, and many other employees located in small 
groups at intervals of two or three miles, must be 
left largely to themselves, and their work checked 
chiefly by inspection. It is obviously impracticable 
to afford the constant supervision which is such a 
vital part of the new system. In a manufacturing 
plant thousands of men may work in one group of 
buildings, subject to the supervision not only of gang 
bosses and foremen, but also of all officers and owners 
of the establishment. In contrast, compare the one 
item of section forces. Gangs of six to ten men are 
scattered over every section of three to ten miles, 
the average being one man per track mile. This 
attenuated line of two or three thousand laborers on 
a double-track road, say, from Boston to Chicago, 
a distance of more than a thousand miles, could be 
concentrated on one acre in a textile mill. 

(2) With respect to the nature of product or out- 
put, there are also distinct differences between an 
industrial establishment (such as the Tabor Manu- 
facturing Company), with a uniform output, and a 
railroad repair shop, where there is little uniformity 
in the work. The cost of the work in a railroad shop 
is a small part of total operating expenses.' Shop 
and repair work is incidental to the main function of 
producing transportation. The value or efficiency 
of,railroad shop work depends upon how well it assists 


1 The cost of maintaining locomotives and cars averages about 18% of operating 
expenses. 
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in the safe and expeditious movement of passengers 
and freight. It cannot be systematized to the same 
degree as in manufacturing shops, where the character 
of the work varies but slightly. Oftentimes, too, 
it is much more important that railroad repair work 
be done quickly than at the lowest possible cost. 
This feature applies particularly to repairs made at 
the engine houses and outlying car inspection points. 

In railroad shops which carry on the manufacture 
(as well as the repair) of locomotives and cars, it would 
be practicable to adopt a large part of Mr. Taylor’s 
system. But such shops are relatively few in number. 
The great majority of the railroads find it cheaper 
to purchase their rolling stock, because the best use 
of the railroad shops and the mechanical depart- 
ment organization is to maintain, not to manufacture. 
It has been found that they cannot compete on even 
terms with an industrial concern which specializes 
in manufacture. 

(3) Quite apparent, also, are the dissimilarities 
between railroads and private concerns in their rela- 
tions to the public and governmental regulating 
bodies. A railroad is a public service corporation. 
The put‘ic rightfully demands that adequacy of service 
shall outrank the payment of dividends. A manu- 
facturing establishment exists solely for profits. If 
it ceases to be profitable, it may close its doors or 
change the nature of its business. The operation 
of an unprofitable road must continue. It has two 
functions, public service and profit making; it may 
not neglect service to favor profits. Necessarily, 
therefore, methods are employed in the interest of 
public service even tho they involve economic loss, 
and would not be resorted to if railroads were operated 
as private industries. 
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For example, parallelling lines, trolley competition, 
or other changed conditions may make certain divi- 
sions, branches, or trains unprofitable; yet satisfactory 
service must be continued, with little thought of 
returns. The losses from such divisions, branches, 
or trains are perforce absorbed in the earnings of the 
trains which are better patronized. Again, the demand 
for prompt and regular movement of freight often 
results in cars being moved with a light load. If 
they were held for a full load, the regularity of the 
service would suffer. As a result only one third of 
the capacity of freight cars is utilized.! In other 
ways economies in railroad operation could be brought 
about at the expense of the service; but these are 
desired neither by the railroads nor the shippers. 

The effect of governmental regulation is much more 
apparent in railroad operation than in private indus- 
tries, and, while both proper and desirable, it adds 
to the cost of operation. Mr. Howard Elliott, presi- 
dent of the Northern Pacific Railway, recently’ stated 
that the cost to the railroads of the United States 
for board and commission control amounts to $85 
per mile of road per annum, an aggregate of $20,000,000. 
This regulation affects nearly every detail of opera- 
tion. Tho justified by public policy, and apparently 
necessary to keep all the railroads up to a standard 
which the well managed might adopt without govern- 
mental requirement, it has an important bearing on 
any comparison which may be made between rail- 
roads and manufacturing establishments not so cir- 
cumscribed. 

For the safety of trains, again, every precaution 
must be taken to avoid accident. Methods which 

* The average capacity of freight cars in the United States is 35 tons. The aver- 


age ton miles per loaded car mile is 19.3. 
2 Address before the Minnesota Federation of Commercial Clubs, January 26, 1911. 
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might reduce costs but which would also add to 
the element of risk are necessarily barred. For 
that reason certain classes of work are performed 
under day rates rather than by piece work. It is 
more important to have the task well done than to 
make a slight saving in cost. One accident as the 
result of such apparent economy would offset the 
savings of a long time. ' 
(4) Perhaps the greatest barrier to the introduction 
of any system designed to accomplish savings which 
will diminish the number of employees is the labor 
organization. Practically every branch of the rail- 
road service is strongly organized and militant. The 
manufacturer has his labor problem also; but he can 
close down his plant or lock out his men if he sees 
fit. With railroads, resistance to demands considered 
by them as unreasonable must not be allowed unduly 
to affect service. Trains must be kept moving at any 
cost, and if men cannot be had to take the place of 
striking employees, or if, before a strike is declared, it 
is plain that resistance is useless,’ the company must 
make the best terms it can, and maintain peace. 
Any system or contrivance which has for its object 
the creation of competition among workmen, or which 
will cause them to exert themselves, is repugnant in 
principle to labor leaders. Its direct result, as they 
see it, is to “speed up,” and to lessen the number of 
workmen. Their attitude is indicated by the strong 
opposition of the Brotherhood of Locomotive Engi- 
neers to the introduction of the Mallet compound 
locomotive. This type of machine is capable of 
handling very much heavier trains, but calls for no 
more effort and very little additional skill on the part 
of the engineman. The organization held out strongly 


1 This was the situation a year ago on the Baltimore & Ohio, Lackawanna, and 
New York Central roads. 
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for double pay, on the thoery that the Mallet engine 
does twice the work of an ordinary engine and, if 
ordinary engines were used instead, double the number 
of enginemen would be necessary. The issue came 
near precipitating a strike on all the western lines 
last fall, but was finally settled by mediation under 
the Erdman Act, the enginemen receiving a bonus 
of $1 per day over the highest existing rate, instead 
of double pay as demanded. This settlement, how- 
ever, will hardly be permanent. Opposition will 
probably continue and the question will undoubtedly 
cause friction in future negotiations between the 
railroads and their enginemen. 

Of similar significance are the organized efforts of 
conductors and trainmen to prohibit double-heading. 
By this is meant the practice of running two engines 
on a freight train so as to increase its length. The 
resulting decrease in the number of trains and the 
consequent smaller number of train crews are opposed 
by the men. 

The year 1910 saw the successful culmination of an 
ambitious plan to “ standardize’’ the wages of con- 
ductors, trainmen, and yardmen in the eastern states, 
that is, to set a uniform rate per day, per hour, or per 
mile for each class of service, regardless of local con- 
ditions: The road with the highest wage scale 
(the Baltimore & Ohio) was selected as the battle 
ground, and the entire forces of the train-service 
brotherhoods focussed upon it in a demand for new 
and unreasonably high rates. To prevent a strike, 
the railroad invoked the aid of the Board of Mediation 
(under the Erdman Act), and the award, while not 
granting the rates demanded, carried with it substan- 
tial increases over rates already considerably higher 


1 See a paper by the present writer on ‘“ Standardizing the Wages of Railroad 
Trainmen,” Quarterly Journal of Economics, November, 1910. 
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than those of other roads in the East with distinctly 
different operating characteristics. The new basis 
was then in turn forced upon practically every road 
in eastern territory. The increases in New England 
averaged between 20% and 30% and in some cases 
exceeded 50%. At the same time long-standing 
differentials between different grades of employees 
were seriously disturbed. Throughout, the new wage 
basis and working rules (prescribed partly by govern- 
mental mediation) are far from scientific or equitable. 

At this writing (April, 1911) the boiler makers 
of the New York Central lines have been on strike 
for ten weeks because of the introduction of piece- 
work rates at Collinwood, Ohio, on the Lake Shore 
Railway. Undoubtedly, former abuses of the piece- 
work basis have much to do with the determined 
opposition to its introduction in this case. Yet the 
same opposition would probably have occurred if it 
had been the Emerson bonus plan used on the Santa 
Fe. In fact, the head of the strongest organization 
in railroad service is reported as having said that the 
bonus system and his organization could not exist 
together on any railroad.’ 


These difficulties, serious as they are, may be met 
by experts. But the railroad man sees no definite 
plan for the application of the new “ principles ”’; 
and he has a fondness for the concrete. After study- 
ing scientific management as applied to shops he realizes 
that when similar efforts are made to extend it to 
the whole line of railroad operation, long and expert 
study will be needed, and new and unsuspected modi- 
fications of the system must be made to meet the 
exacting conditions of railroading. 

1 Warren 8. Stone before the National Civic Federation, January 12, 1911. 
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The technical record of railroads in the United 
States is creditable. They have had to meet excep- 
tional difficulties. In their effort to keep pace with 
the commercial development of the country, a policy 
of expediency has in many cases justified standards 
of construction, maintenance, and operation which 
would have been considered faulty in an older country, 
like England, whose railroads came after, not before, 
her industrial growth and dense population. But 
in the past two or three decades many deficiencies 
have been corrected and the work of eliminating 
other imperfections is progressing. 

In the interest of a clearer understanding of the 
situation by the public, it would have been worth 
while for the railroads to offer more of constructive 
evidence to show that altho scientific management, 
as a system, has not been adopted by them, yet the 
principles of sound business management have free 
play in a large number of shops and other railroad 
operating activities. So far from being ignorant 
as to costs, many roads have statistical departments 
which compile and disseminate information upon 
every detail of operation, so that each unit of efficiency 
may be compared with other units, or with the same 
unit of another division, another railroad, or another 
period. Instead of being out of date in shop equip- 
ment, or behind the time in shop practice, they are, 
on the average, in advance of manufacturing estab- 
lishments. They might have shown further that 
railroads, while far from perfect, are constantly im- 
proving in efficiency; that railroad officers, both, of 
the so-called “ practical” school and those who are 
graduates of colleges and technical schools, are earnest 
in their effort and have ample incentive to operate 
economically. Railroads believe in and practise the 
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free and frequent exchange of ideas by associations 
and clubs which include every branch of the service. 
In fact, they are unique in having so few secrets con- 
cerning operating methods, and in their willingness 
to tell of, hear about, and profit by their mutal ex- 
periences. 

As an illustration of the work of one association, 
witness the monthly reports of the Car Efficiency 
Committee of the American Railway Association. 
The statistical exhibit, showing every detail of opera- 
tion and revenue connected with freight movement 
on every railroad in the country, is a convincing 
example of the scientific thoroness with which such 
information is compiled and distributed for mutual 
benefit. Every department has its association doing 
similarly scientific work. As other instances, take 
the Railway Engineering Association and its careful 
studies and experiments in perfecting rail design and 
cross-tie preservation; the Master Car Builders’ Asso- 
ciation and its exhaustive tests of air-brake apparatus; 
the Master Mechanics’ Association and its pains- 
taking efforts to evolve a perfect super-heater and 
- mechanical stoker; and the Railway Signal Associa- 
tion and its thoro-going work of standardizing the art 
of signaling. 

There may be ground for the impression that rail- 
roads are in a class by themselves in an attitude of 
self-sufficiency, that is, a belief that they can learn 
little from the experience or ideas of those outside 
the railroad circle. Yet that this is not altogether 
true, and that the railroads not only welcome but 
seek assistance from outside experts, is shown by the 
establishment of the Bureau of Explosives. This 
bureau was organized under the auspices of the Ameri- 
can Railway Association about five years ago by 
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Colonel Dunn of the ordnance department of the 
United States army, working closely in conjunction 
with the late Dr. Dudley (then chief chemist of the 
Pennsylvania Railroad) and a committee of other 
railroad officers from different sections of the coun- 
try. The American Railway Association realized 
that they did not have a man within their ranks with 
the same wide knowledge of the characteristics of 
explosives and the best manner of handling them, 
and were glad to secure Colonel Dunn’s valuable 
services. He has accomplished much in organizing 
a system and formulating rules of inspection which 
have reduced to a very large extent the accidents 
formerly frequent in the transportation of this dan- 
gerous class of freight. 

In the committee work of the Railway Engineering 
Association, Master Car Builders, Master Mechanics, 
Signal Engineers, and other railroad technical associa- 
tions, the codperation and active assistance of outside 
experts is sought. There are eleven university pro- 
fessors on the various committees of the Railway 
Engineering Association. In the active work of the 
railroad mechanical associations there are as many 
more, notably Dean Goss of the University of Illinois, 
Professor Hibbard of the University of Missouri, and 
Professor Benjamin of Purdue University. 

The railroad man, knowing how keen is the anxiety 
of his profession for improvement and vigilance, has 
been and is proud of the achievements of American 
railroads. He believes that railroad efficiency is 
higher than the average in manufacturing establish- 
ments, and can hold its own with any line of enter- 
prise in the United States. He thinks, too, that in 
the recent rate hearings the railroads should have 
been measured not with the exceptional industrial 
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establishment, but with the average. He recognizes, 
none better than he, the existing deficiencies in rail- 
road management; but that they are greater or more 
flagrant than those in other large undertakings he will 
not admit. The extended area of railroad activity 
and the problem of adequate supervision make it 
difficult to secure high efficiency and use of materials. 
The tendency of labor union policy is increasingly 
to trammel the manager. He is also hampered by the 
difficulty of securing competent men in supervisory 
positions. Expert knowledge is not required to point 
out losses and inefficiencies. They are apparent. 
But criticism should be accompanied by practical 
remedial suggestions. 

The history of American railways shows that their 
progress has been steady and substantial. A com- 
parison of any two periods ten years apart will reveal 
impressive increases in efficiency. The net train load, 
for example,-has increased nearly fifty per cent in the 
last ten years. Such advances in nearly every case have 
been the result of development and improvement of 
existing methods and facilities. The new and improved 
have been the adaptation of the old. And judging 
by this steady improvement in the past, it may be 
expected to continue in the future. 

The solution of the problem of how to effect further 
economies and yet maintain good service seems to lie 
in a more rigid application of the railroad’s own kind 
of scientific management and a continuation and 
enlargement of the best practices of the best railroads, 
so that the operating results of the least economical 
may approach those whose efficiency is marked, and 
these in turn set new and higher standards. A new 
system is not needed so much as a more determined, and a 
more general application of the sound and business-like 
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methods which have already been found effective in 
railroad work. 

After all, there is little essential difference between 
the aims and accomplishments of scientific manage- 
ment as advocated by the new experts and scientific 
management as practised by the exceptionally well- 
managed railroads. As a system, it means a careful 
study and analysis of each element of operation, 
and the application of the methods best adapted to 
bring about the best results under the given conditions. 
Many railroads are doing this successfully; others 
are doing it in part. In the nature of things, however, 
their efforts have been directed more to the “ high 
spots ”’ or to those features of operation which are most 
in need of correction or which promise the largest 
or quickest returns. Scientific management, as a 
system, takes a broader view and requires that the 
same careful study and treatment be given to every 
detail of operation as is given, say, to the subject 
of train loading. Obviously, there is a point where 
this would be unprofitable, — where the cost of the 
system would exceed the saving. 

The real difference, then, between the efficiency 
experts and the railroads in their conception of 
scientific management is not in kind but in degree. 
To find a common ground means mutual concessions. 
On the part of the efficiency expert it will require 
less stress upon “ system,”’ “ principles,” “‘ dependent 
sequences”; it will require more knowledge of the 
practical problems of railroads, more respect for what 
the railroads have accomplished, and less exaggera- 
tion and generalization concerning waste and possible 
savings. On the part of the railroad a more receptive 
attitude is needed for suggestions from the outside 
and a recognition of the fact that, notwithstanding 
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commendable progress in operating economies, much | 
yet remains to be accomplished. 

Among the important features of Mr. Taylor’s 
system of shop management, the principle of time 
study might well become a part of the practice of any 
railroad shop with a piece-work basis. The piece- 
work schedules of today are generally an evolution 
from “cut and try” methods. Their defects are 
recognized. Mr. Taylor’s second principle, of stan- 
dardized conditions, is equally important, and many 
railroad shops come reasonably close fo standard 
practice. 

But apart from shop operation, other and greater 
avenues of economy are being earnestly studied. 
The delays and red-tape obstruction to local initia- 
tive,! will yield to some plan of decentralizing authority, 
such as is now being tried on the Harriman lines. 
There are undoubted economies in further standardiz- 
ing of equipment and materials, as well as in improved 
methods of storing and distributing supplies. There 
is promise of economy in the experiments now being 
made by the American Railway Association in clear- 
ing-house accounting for joint use of cars. A sub- 
stantial saving in fuel may be made by a more general 
adoption of the methods of the roads having the best 
fuel records. And throughout the service there is 
crying need for more and better supervision. 

Better supervision calls for better men, and to that 
end the educational activities of the railroads should 


1 Mentioned by W. M. Acworth, the English economist, as a defect in American 
railroad organization. In the same statement, made on the eve of his departure 
February Ist last, he expressed surprise that the newspapers should give so much 
space to criticism of railroad efficiency. In his opinion American railroads are the 
most efficient in the world. He believes that the skeletons in the railroad cupboards 
have all been buried and that now the roads ‘‘ would do well to open their cupboards 
and let the public see how sweet and clean they are.” 
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have wider scope and more effective organization.' 
A system of management is not needed so much as 
managers. The system is not as important as the 
man. A good system will not altogether save a poor 
manager, nor will an imperfect system altogether 
hold back one who is ambitious and able. Mr. Tay- 
lor himself recognizes this in his statement, “ the 
first object of any good system must be that of develop- 
ing first class men.” * 

Except in the important particulars of time study 
and functional foremanship, the system advocated 
by the experts and the system practised by the rail- 
roads are not very far apart. Both have for their 
object that which is desired by the railroads and the 
public, — ability to give good, safe, and economical 
service. And if achieved either by an improvement 
of present methods, or by an adaptation of the new 
system, private management of railways will have 
strengthened its claim to continuance. 


J. CunNINGHAM. 
Harvarp UNIVERSITY. 


1 J. Shirley Eaton, in “ Education for Efficiency in Railroad Service" (1909), 
says: “In the course of railroad development, there was a first era, which was the 
era of railroad building. Any railroad was better than a wagon road. There was 
next an era of codrdination of the railroad service and finance to the commercial and 
financial conditions as a whole with which the railroads were called upon to deal. 
This was the time of the traffic organization and railroad consolidation. Next came 
the era of internal adjustment on the physical and mechanical side — perfection of 
machinery, cutting down grades, strengthening bridges, increasing the train unit. 
And now has come the sociological adjustment. The human part of the machine 
is quite as vital as the steel and wooden part in producing efficiency, and so in increas 
ing the income.” 


American Magazine, March, 1911, p. 570. 
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THE PUBLICATIONS OF THE NATIONAL 
MONETARY COMMISSION 


“To secure an organization of capital and credit by 
which confidence can be firmly established and credit main- 
tained under all circumstances and conditions, is the task 
committed to the National Monetary Commission.” ! 

This statement by Senator Aldrich indicates the broad 
fashion in which the Monetary Commission conceives its 
task. By way of preparation, the commission early de- 
cided to examine into the banking experience, not only of 
the United States, but also of foreign countries. To this 
end it engaged a number of economists, financial writers, 
and bankers to prepare monographs upon topics of especial 
importance, and it has given these monographs to the 
public as fast as they have been completed. What practical 
use the commission can make of this large mass of material, 
in framing new bills for submission to Congress, remains 
to be seen. But certainly economists interested in currency 
problems will find the publications of the commission a 
most valuable addition to their literature. 


The publications already received deal with banking and 
kindred matters in England, France, Germany, Austro- 
Hungary, Russia, Switzerland, Belgium, the Netherlands, 
and Sweden, the United States, Canada, Mexico, and Japan. 
Other monographs have been announced upon banking in 
Italy. In addition, there are a number of miscellaneous 
contributions which deal with banking and fiscal problems 
in several different countries. 


on the Work of the National 


1 An address by Senator Nelson W. Aldrich . . . 
Monetary Commissicn, p. 3. This address, like all the other publications referred 
to below, is issued as a Senate document by the Government Printing Office, Wash- 


ington. 
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The English Banking System by Hartley Withers, finan- 
cial editor of the London Times, describes lucidly the 
complicated relationships among the Bank of England, 
the joint-stock banks, Scotch banks, private banks, accept- 
ing houses, savings banks, and discount companies. As 
his title implies, Mr. Withers sees the English system as a 
whole, so that his monograph admirably supplements the 
numerous accounts of the Bank of England. It has the 
advantage over Clare’s Money Market Primer of being up 
to date. In fact, its most formidable rival is another book 
by Mr. Withers, The Meaning of Money. 

Sir R. H. Inglis Palgrave contributes a History of the 
Separation of the Departments of the Bank of England. Like 
all his work, this paper is exceedingly thoro. Liberal 
extracts are published from the evidence taken by Parlia- 
mentary committees upon the proposal to separate the 
departments, from speeches by Sir Robert Peel and others, 
and from the correspondence between the government and 
the bank on the three occasions when the limiting clause 
has been suspended. The writer concludes that “ the 
adoption of the arrangements of the Act of 1844 cannot be 
recommended to any other country.” 

Under the title English Banking Organizations, Mr. 
Ernest Sykes describes briefly the Institute of Bankers, 
and the Central Association of Bankers. More interest 
attaches to the account of The London Bankers’ Clearing 
House, by its honorary secretary, Robert M. Holland. 
Mr. Holland has collected the meagre scraps of evidence 
about the origin of the practice of clearing checks in the 
eighteenth century. The gradual expansion of the clearing 
house, the simplification of its methods, the admission of 
the joint-stock banks, and later of the Bank of England, 
he is able to describe in detail. He appends tables showing 
the volume of business transacted in each year since 1868. 

But the most valuable service which the Commission 
has rendered to students of English banking consists in 
having induced the London Economist to bring together 
in systematic form its periodical reports upon the condition 
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of banks and the state of the money and exchange markets. 
The value of these data has long been recognized, and not 
a few laborious efforts have been made by investigators 
of special problems to compile tables from the weekly 
issues or the numerous “ supplements.” At last the Mone- 
tary Commission has supplied the initiative which the 
Economist lacked, and the whole body of data has been 
made readily accessible. The inclusion of an elaborate 
set of tables compiled by Sir R. H. Inglis Palgrave, much 
like those published in his book upon The Bank Rate and 
the Money Market, enhances the value of the collection. 
Further, these English tables have been wisely published 
in one volume with corresponding data for France and 
Germany.' Nowhere else can be found so extensive and 
so reliable a record of the development of banking in these 
three countries, and the course of the money markets in 
their capitals. Accordingly this volume will prove indis- 
pensable to foreign as well as to American students of the 
subject. It is to be hoped that in future the Economist 
will publish annual compilations in which the present tables 
will be kept up to date. 


M. Albert Aupetit, head of the Department of Economic 
Studies in the Bank of France, has been engaged to prepare 
a general book upon The French Banking System corres- 
ponding to Mr. Withers’s volume for England. This number 
has not yet come to hand; but the rest of the projected 
French material is complete. 

Professor André Liesse of the Conservatoire National 
des Arts et Metiérs writes of the Evolution of Credit and 
Banks in France from the Founding of the Bank of France 
to the Present Time. As the title suggests, his volume is 
far from being confined to the fortunes of the central in- 
stitution. It contains references, necessarily brief, not 
only to the growth of other banks, but also to those business 
conditions, public events, and national habits which have 
done so much to shape the development of French banking. 
4 Statistics for Great Britain, Germany, and France, 1867-1909. 
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On the critical side, Professor Liesse has more to say of the 
defects of the French system than of its lessons for the 
United States. At present he thinks there is need of more 
banks devoted to supplying loans for the development of 
industrial enterprises — a type of business which the great 
credit companies avoid, and which the Banque de Paris et 
des Pays-Bas transacts only for large concerns. 

The most interesting feature of The Bank of France in 
its Relation to National and International Credit, by M. 
Maurice Patron, is a discussion of the method of treating 
crises. M. Patron says that the bank’s traditional method 
of checking a serious outflow of gold by charging a premium 
upon gold has not been applied since 1897. Instead, the 
bank has relied upon the policy of extending loans to foreign 
institutions — particularly the Bank of England. The 
theory is that the enormous specie reserves of the Bank of 
France adequately fortify the country against domestic 
crises. All that France need fear is the reflex influence of 
foreign storms. Hence it is to the interest of the country 
that its central bank shall afford timely assistance when 
the international money market is strained to the danger 
point. Even then the bank does not extend help directly to 
the cities most affected, but to London, the great clearing 
house, whence the French gold flows readily wherever it is 
most needed. The reader will doubtless ask why, if M. 
Patron is altogether right and altogether candid, Paris has 
not become a free market for gold in the same sense as 
London. If the Bank of France raised no obstacle to 
withdrawals, why did not French gold go directly to New 
York in 1907? Does the bank have other means of ob- 
structing exports, not less effective than the charging of a 
premium ? 

There is no one more competent than M. Alfred Ney- 
marck, editor of Le Rentier, to speak of French Savings and 
their Influence. He puts the annual savings of French 
investors at not less than three hundred to four hundred 
million, dwelling complacently upon the fact that most of 
this huge sum is provided by the hundreds of thousands of 
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families in modest circumstances. “ France is a country 
of financial democracy.” This wide-spread spirit of thrift 
M. Neymarck holds to be the chief cause of the nation’s 
vast reserve of gold and of the stability of French banks, 
whose “supremacy... in national and _ international 
finance is today undeniable.” 

Another aspect of French finance is treated in The History 
and Methods of the Paris Bourse by M. E. Vidal, editor of 
La Cote de la Banque et de la Bourse. This book will in- 
terest students of economic history. for it goes back to the 
Middle Ages and traces the development of the bourse 
rather fully through the 17th and 18th centuries. At 
present M. Vidal thinks that the bourse is laboring under 
the burden of its long past. Stock-brokers still enjoy 
monopoly privileges, tho the reasons which justified their 
establishment during the Revolution long since ceased to 
exist. Free access to the profession of stock-brokerage 
should be granted to every one, in his opinion, tho the 
exercise of the profession should be subject to strict legal 
regulation. But he admits that the obstacle presented 
by the vested interests which have grown up under the 
existing system is difficult to surmount. 

Finally come the statistics of banking in France, pre- 
pared by MM. Aupetit of the Bank of France and Lefevre 
of the Crédit Lyonnais. The report includes weekly state- 
ments of the Bank of France from 1889-1908, and yearly 
statements of the other leading banks for a similar period, 
besides extensive tables of discount rates, gold movements, 
prices of foreign exchange, etc.! 


“To my mind,” said Senator Aldrich in the address 
already quoted, “ the [banking] system of Germany is for 
us the most interesting of any, because the German Empire 
has very largely the same industrial and commercial interests 
that we have in the United States.” * In accordance with 

1 One error has caught my attention. The transactions of the Paris Clearing 


March 31"; p. 289. 
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this view, the Commission has published much more mate- 
rial upon banking in Germany than upon banking in any 
other foreign country. 

Dr. Koch, formerly president of the Reichsbank, has 
edited a collection of the German Imperial Banking Lawa, 
supplemented by the laws and regulations relating to the 
Berlin Stock Exchange. An introduction and elaborate 
notes facilitate the use of the volume by students unfamiliar 
with the details of financial history and practice in Ger- 
many. Dr. F. W. C. Lieder’s translation of The Reichs- 
bank, 1876-1900,—the well-known and highly valued 
book issued by the Reichsbank at the close of its first quarter 
century, — describes fully the working of the system created 
by the laws. The recent modifications of both law and 
practice are abundantly covered by the ponderous volume 
on the German Bank Inquiry of 1908 and by the series of 
articles on the Renewal of Reichsbank Charter. The first 
is a translation of the stenographic report of the proceedings 
of the Bank Inquiry Commission upon all the topics which 
it discussed, except the advisability of legislation in regard 
- to the security and fluidity of the investments of deposits. 
The second is a translation of articles and documents re- 
lating to the work of the commission and its results. Taken 
together these four volumes make readily accessible all 
the sources of first-rate importance on the history of the 
Reichsbank since its foundation. So thoroly has the work 
been done that no less than three translations of the Bank 
Act of June 1, 1909, may be found in as many volumes!' 

The German Bank Inquiry of 1908 affords an opportunity 
to compare the methods by which amendments of the bank- 
ing laws are prepared in Germany and in the United States. 
The German commission had 25 members, including econo- 
mists like Wagner and Lexis, and men of affairs, — members 
of the Reichstag, manufacturers, bankers, judges, mer- 
chants. It was presided over by the president of the Reichs- 
bank, Herr Havenstein. The American commission has 


1 German Imperial Banking Laws, pp. 128-134; The Reichsbank, 1876-1900, 
pp. 357-362; Renewal of Reichsbank Charter, pp. 263-268. 
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17 members, all from the Senate or the House of Represen- 
tatives, but not all conversant with banking. The task 
of the German commission was definitely specified by a 
brief list of questions: Should the capital of the Reichsbank 
be increased ? Should the tax-free note issue be enlarged ? 
How can the Reichsbank best protect its gold reserve ? 
Should the bank seek to draw specie from the domestic 
circulation into its vaults? Should means be sought to 
diminish the credit demands made on the Reichsbank by 
general business or by the Imperial Government? The 
task of the American commission is far wider and less defi- 
nite—to plan a reform of the banking system. The 
German commission carried on its work by examining 
expert witnesses and by discussions among its own mem- 
bers, The American commission has heard a few witnesses 
and presumably held some discussions; but it has laid far 
more stress upon the collection of the materials which con- 
stitute its publications. The German commission was 
appointed in April, 1908, examined witnesses in May, began 
its own deliberations in June, and formulated its conclusions 
in October. The law based upon its labors was passed — 
June 1, 1909. The American commission was appointed 
a month later than the German, but has not yet presented 
its bill.’ That is should take more time is due partly to the 
greater magnitude of its task. But even if they had to face 
the American prcblem, would the highly efficient German 
experts still be sitting ? 

Abundant as is this German material, it contains no 
general sketch of the banking system as a whole. The 
nearest counterpart to the books by Withers and Aupetit 
for England and France is the volume of Miscellaneous 
Articles on German Banking. Robert Franz, editor of 
Der Deutsche Oekonomist, sketches “‘ The Statistical History 
of the German Banking System ”’ since 1888; W. Mueller, 
a director of the Dresden Bank, contributes several lectures 
on the organization of credit; Wittner and Wolff describe 


1 Senator Aldrich’s ‘‘ Plan,” mentioned at the end of this review, does not pro- 
fess to be more than a tentative basis of discussion. 
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the giro and check systems; Melchior dilates upon the 
advantages of the liberal fees paid to bank directors in 
Germany; and, finally, several writers provide accounts 
of the different kinds of banks for which Germany is notable 
—land mortgage associations, agricultural ituprovement 
banks, coéperative credit societies, Darlehnkassen, ete. 
More than half of these articles are translations from the 
Handwérterbuch der Staatswissenschaften or from the eco- 
nomic journals; but it is a distinct gain to have all this 
information assembled between two covers and put into 
1 

The German statistics are compiled by the Centralver- 
’ band des Deutschen Bank-und Bankiergewerbes, the Reichs- 
bank, and the Deutsche Oekonomist. Like the English and 
French figures, they constitute the most complete available 
record of banking operations for their country. So far as 
possible, all the different kinds of banks are included, and 
detailed figures are given for discount rates, prices of foreign 
exchange, gold movements, clearings, etc. 


Swiss experience merited especial attention from the 
Monetary Commission because of the recent establishment 
of a central bank. Of all European countries, Switzerland 
longest maintained a decentralized banking system with 
substantial freedom of note issue. For a long time the 
problem of reorganization on the model of her great neigh- 
bors has been a lively issue in politics. The financial 
interests of many cantons in the existing note issues, dis- 
sensions between the advocates of a purely government 
and a purely private bank, and jealousies among the various 
towns which hoped to secure the head office frustrated several 
attempts at reform. But at last in 1905-06 a compromise 
bill was passed, establishing the Swiss National Bank. 
The capital was fixed at 50 million francs, of which the 
cantons were allowed to subscribe ?, the old banks of issue 
$, and the public the remainder. An elaborate system 


1 Dr. J. Riesser’s Great German Banks and their Concentration, announced by 
the commission as a number of their series, has not been received. 
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of compensation to the cantons for the loss of their revenues 
from note issue was incorporated in the plan. A gradual 
withdrawal of the notes of the 36 banks of issue already 
in the field was required within three years after the Na- 
tional Bank began operations on June 20, 1907. No re- 
striction was imposed upon the amount of notes to be 
issued by the new institution, except that it should keep 
reserves of not less than 40%. Further, the bank was 
required to act without charge as depositary and disbursing 
agent for the Confederation. 

The material published by the Monetary Commission 
includes a bad translation of Dr. Julius Landmann’s history 
of banking in Switzerland, the text of the law establishing 
the new bank, and various brief papers and reports re- 
garding its operations to the end of 1908. Altho the bank 
began business just before the great crisis of 1907, its capital 
was over-subscribed and the necessary readjustments of 
Swiss business were effected without serious difficulty. 
The bank’s profits in 1908 were not sufficient to pay the 
indemnity allotted to the cantons; but the management 
ascribed this failure chiefly to the depression of business. 
On the other hand, the management takes credit for having 
prevented the Swiss discount rate from rising above 5$% 
when even the Bank of England was charging 7%, and for 
inspiring confidence by accumulating a specie reserve far 
above the legal requirement of 40%.' 


Since the central Bank of Belgium has already served 
as a model to two nations which were reorganizing their 
banking systems, — che Netherlands in 1864 and Japan 
in 1882,— the Monetary Commission had reason to in- 
clude this institution in its survey. Accordingly Mr. 
Charles A. Conant, whose writings on money and banking 
are well known, was asked to prepare a monograph upon 
The National Bank of Belgium —a task which he has 


1 The editing of this volume on The Swiss Banking Law is lamentable. Offences 
against the English tongue are committed on nearly every page, while the Table of 
Contents omits all reference to Appendices 4, 5, and 6, and cites as Appendix 2, on the 
wrong page, the list of references which is printed as Appendix 7. 
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executed in thoroly competent fashion. After sketching 
the early history of the bank, Mr. Corant describes in 
full detail its present organization, operations, and re- 
lations to the state. He also provides translations of the 
laws establishing the bank, extending its charter and de- 
fining its duties as fiscal agent of the government, together 
with the statutes adopted by the shareholders in 1900 for 
the regulation of its operations. The whole book is in- 
teresting and suggestive; but after all the Bank of Belgium 
remains “a satellite of the Bank of France,’’' and its 
experience does not possess great significance for the solution 
of American problems. 


Like the case of Switzerland, the case of Sweden is in- 
teresting because of a recent centralization of the issue of 
bank notes. The Swedes, indeed, did not have to establish 
a central bank, for their Riksbank is older than the Bank 
of England, having been founded in 1656 on the model of 
the Bank of Amsterdam and reorganized in 1668 as the 
Bank of the Estates of the Realm. But after an unhappy 
experience in the late 18th and early 19th centuries with 
privately owned discount houses, the country established 
a peculiar kind of joint-stock banks of unlimited liability, 
issuing notes, and known as “enskilda banks.’ The 
first of these institutions began business in 1831. Their 
notes were safeguarded by a system not unlike that of our 
National Banking System—the deposit of securities 
under the joint control of a public officer and the banks. 
For reasons which are not made altogether clear, this or- 
ganization of bank issues proved unsatisfactory, and after 
long discussions a law was passed in 1897 which required 
the enskilda banks to withdraw their circulation by the end 
of 1903, thus giving the Riksbank a monopoly of issue. 
By this measure the Swedish banking system was brought 
into general conformity with that of England, France, and 
‘Germany. Professor A. W. Flux, who has prepared the 


1 Patron, The Bank of France in its relation to National and International Credit, 
p. 135. 
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Commission’s volume on Sweden, thinks that this centrali- 
zation of issue did nothing to aggravate and probably did 
something to mitigate the severity of the crisis of 1907. 

Besides this historical account of The Swedish Banking 
System, Professor Flux provides a supplementary chapter 
on the banks of Denmark and Norway. He also translates 
the most important Swedish laws on banking, and repro- 
duces the most significant statistics. His work is well 
done; but the omission to show just why the old system of 
issue was given up makes the book less helpful than it 
might have been in affording lessons for America from 
experience in Sweden. 


Banking in Russia, Austro-Hungary, The Netherlands, 
and Japan is made up of contributions from eight pens. 
The articles on the European nations are all translations 
from the third edition of Conrad’s Handworterbuch der 
Staatswissenschaften. The names of Idelson and Lexis, 
Zuckerkand!, and Van der Borght are a guarantee of good 
work; but the source is a guarantee that these articles are 
already familiar to students of banking. 

Japan is treated on a larger scale. Marquis Katsura, 
the present, and Baron Sakatani, a former minister of 
finance, S. Naruse, a leading financier, and Professor O. M. 
W. Sprague, who spent several years in the University of 
Tokyo, all bear a hand. American interest centers in the 
Japanese effort to build a National Banking System upon 
our model. This experiment was begun in 1872; but was 
found unsatisfactory, and practically abandoned by trans- 
ferring the rights of note issue to a central bank. The 
latter institution — the Bank of Japan — was founded 
in 1882 on the model of the Bank of Belgium. The regu- 
lations concerning circulation, however, were adopted from 
the German Reichsbank. The chief defects in the working 
of the National Banking System seem to have been lack of 
arrangements for transferring idle funds to sections where 
they were needed, very high rates of interest, and inability 
to protect the country’s stock of specie by effective opera- 
tions in foreign exchange. 
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Mr. Conant’s Banking System of Mexico is probably of 
more value to economists than to the Monetary Commission. 
For the system established on the plans of Mr. Limantour, 
the great Mexican finance minister, is strikingly original; 
but the business conditions to which it is adapted are so 
different from those of the United States as to preclude its 
use as a model. 

In 1897 there were only nine banks in Mexico. The 
largest was the National Bank — an institution which had 
developed on the basis of a charter granted in 1881 to the 
Franco-Egyptian Bank, and which acted as fiscal agent 
of the government. The next in size was the Bank of 
London and Mexico, also issuing notes, but looking for its 
business chiefly to the export trade and foreign exchange. 
The seven remaining banks taken together were smaller 
than either of these two institutions. Since each bank 
had its own special charter or concession there was no 
general system of banking law. 

Mr. Limantour, in planning the revolutionary legislation 
of 1897, definitely rejected the idea of a central bank with 
monopoly of issue, chiefly because he thought that the 
economic organization of Mexico was still too simple and 
too decentralized to need a responsible regulator of the 
money market and a custodian of the ultimate banking 
reserve. Instead, his measure looked toward the establish- 
ment of one bank of issue in each state, — protected against 
indiscriminate competition by exemption from taxes to 
which additional banks in the same state should be subject, 
But ample scope was allowed the National Bank to retain 
its position of primacy as the bank of the government and 
also as a bank of rediscount. 

The most original feature of the system, however, was 
not planned by Limantour—the establishment of the 
Banco Central in 1899. This institution is now largely 
owned by the provincial banks of issue and serves them as & 
clearing house for notes, somewhat as the Suffolk Bank 
once served the banks of New England. In addition, the 
Banco Central has been made an organization for mutual 
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support. When any provincial bank feels itself in danger, 
it may notify the Banco Central, and the latter summons 
the other associated banks to contribute their quotas toward 
a fund equal to half the capital of the bank in straits. This 
fund is used in redeeming at par the notes of the threatened 
institution. For this service the bank aided pays 12% 
on the advances and costs. Thus, in a sense, Mexico has 
two central banks with distinct functions, operating har- 
moniously side by side. 

The details of this peculiar system and its practical 
working are clearly set forth by Mr. Conant. Documentary 
material, including Limantour’s report of 1897, laws, and 
statistics occupy more than half the volume. 


Dr. R. M. Breckenridge’s History of Banking in Canada 
requires little comment because its predecessor, The Cana- 
dian Banking System, has been known since it appeared 
in 1895 as the best book upon the subject. The new volume 
extends the historical account to the failure of the Sovereign 
Bank in 1908, and includes in an appendix the legislation 
and statistics of recent years. While he prints the text of 
the “ Amending legislation of 1908,’ which permitted the 
Canadian banks to issue emergency circulation in excess 
of their capitals but subject to a tax, Dr. Breckenridge 
does not discuss its bearings upon the present workings 
and future prospects of the system. Moreover, the illu- 
minating chapter of the earlier book, upon the practical 
operations and economic effects of the Canadian system, 
is omitted. 

This omission was doubtless due to the fact that Professor 
Joseph French Johnson had been asked to investigate these 
subjects for the Commission. His vivacious report, The 
Canadian Banking System, naturally deals largely with 
facts which Breckenridge taught us in 1895. But it also 
contains numerous points of fresh interest. In particular, 
Johnson makes less than Breckenridge formerly did of the 
equalizing of interest rates in different parts of the country. 
In Montreal and Toronto, he says, large borrowers can 
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get money at 5%, but the average merchant and manv- 
facturer must pay 6%. Rates are but little above this level 
in Winnipeg, ‘“‘ but further west the usual rate is 7% and 
in some of the remoter districts merchants and farmers 
alike pay 8%.”! In his present book Breckenridge puts 
the geographical differences of rates at 14-2%, tho with 
the admission that frontier towns are charged especially 
high rates to offset the heavy cost of running branches in 
regions difficult of access.2 But even the maximum differ- 
ences suggested by Johnson are much less than the differ- 
ences between the rates prevailing in different parts of the 
United States found by Breckenridge in 1898 and by the 
Comptroller of the Currency in 1899." 

Further, Johnson lays some stress upon the fact that the 
equalizing of rates is due quite as much to keeping interest 
up in the east as to keeping it down in the west. “ It is 
generally known that the eastern branches get heavy de- 
posits and are creditors at the head office, and that the 
funds they collect are forwarded to the western branches, 
whose loans greatly exceed deposits. Bankers will admit 
that this transference of funds takes place, but there is 
considerable grumbling about it in the old communities of 
the east . . . one cannot help believing that the branch 
banking system has really checked the development of 
business and industry in the maritime Provinces.” ‘ 

While admitting that Canada has had no banking panic 
since its present system was perfected in 1890, Johnson 
shows that during the panic of 1907 the banks did not 
have currency enough to supply all the needs of their cus- 
tomers. A heavy contraction of loans in Canada occurred 
in November and December. Still Johnson credits the 
claim “that during these two months no man who actually 
deserved and needed a loan was refused it.” These terms 


1 Pp. 87-88 and 102, 103. ® History of Banking in Canada, p. 161. 


* R. M. Breckenridge, “ Discount Rates in the United States,” Political Solence 
Quarterly, March 1898, vol. xiti, pp. 119-142; Report of the Comptroller of the Cur- 
rency, 1899. 


‘ The Canadian Banking System, pp. 91, 93. 
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“deserved and needed,”’ however, may be construed very 
differently by the man who wishes to borrow and the banker 
who refuses to lend. But after the worst has been said, 
there can be no doubt that the Canadian banks came through 
the crisis of 1907 with a far more creditable record than did 
the American banks. 

In passing his final judgment upon the Canadian system, 
Johnson discredits the critics who hold that the gold reserve 
is inadequate, but he charges the leading banks with falling 
sentimental victims to “the rest-fund fad.” Had they 
been willing to carry undivided profits to capital, instead 
of to surplus, they would have been able to meet even the 
extraordinary demand for notes in the autumn of 1907 
without violating the legal limitation of a bank’s issue to 
the amount of its capital. He also thinks that, while the 
older banks have no real monopoly, they are “a bit too 
secretive,”” and would do well to devise some system of 
inspection which would give the public more information 
about their operations, in order to dispel the impression 
that they are secretly leagued together in a manner prej- 
udicial to the general welfare. 


The American material published by the Commission 
contains four monographs upon banking before the Civil 
War. 

Naturally the Commission is interested in The First 
and Second Banks in the United States. Dr. J. T. Holds- 
worth of the University of Pittsburg was engaged to prepare 
an account of the first, Professor Davis R. Dewey of the 
second. 

Our scanty information concerning the business carried 
on by the first Bank of the United States has long been a 
source of regret. Dr. Holdsworth made diligent search 
among the probable sources, hoping to discover records 
or discussions which would throw light upon the methods 
- and practices followed. But he met with slight success. 
He found that neither the Girard National Bank of Phila- 
delphia, —in a sense the successor of the Bank of the 
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United States, — the superintendent of the Girard estate, 
nor the descendants of the bank’s original officers possess 
any papers of value for his purposes. Treasury officials, 
also, concurred in the opinion that Knox’s unsuccessful 
search through their old files means that the reports made 
by the bank to the Treasury were destroyed when the 
building was burned in 1814 or in 1833. But Dr. Holds- 
worth has brought some new material to light by reading 
the newspapers and pamphlets published during the bank’s 
twenty years of life. The minute books and records of the 
Bank of North America also have given him some valuable 
data. By utilizing this fresh material in conjunction with 
the sources formerly known, Dr. Holdsworth has been able 
to compile an account of the bank which supersedes its 
slender predecessors. Besides giving a full history of 
legislation in regard to the bank, and an analysis of its 
relations to the Treasury, he shows that the institution 
served the community well in a business way, — not only 
by meeting the reasonable demands of borrowers, but 
also by restraining the state banks from over-expansion 
on the one hand, and on the other hand helping them in 
times of pressure. 

The work of Sumner and Catterall on the second Bank 
of the United States greatly facilitated the performance 
of Professor Dewey’s task. His account is more concise 
than Catterall’s, more lucid than Sumner’s. He naturally 
lays most stress upon “ those operations which might be 
concerned in the discussion of a central bank at the present 
time.”’ But he warns readers that both the character of 
the bank and the conditions of business were such as to 
make it difficult ‘to find in the experience of this institu- 
tion any lessons of importance which may be of special 
service in the preparation of a plan for a large national 
central bank at a later period.” 

In his second contribution to the series, State Banking 
before the Civil War, Professor Dewey again had two pred- 
ecessors offering guidance. But in this case he has gone 
distinctly his own way. State banking before the war, 
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like state finance at present, is an extremely difficult field 
to cultivate, — it is hard to find materials and harder still 
to arrange them in significant order. Professor Sumner’s 
History of Banking in the United States has brought together 
a great mass of information, but is so ill-arranged that one 
can hardly use it except as a secondary source book. The 
second part of J. J. Knox’s volume of the same title 
likewise contains much material, arranged in the form 
of separate articles on banking under the laws of each state 
in turn. No arrangement could be clearer; but none could 
raise more difficulties for the reader who wishes to find the 
general lines of development. Now comes Professor Dewey 
with more information at his command than either Sumner 
or Knox and his collaborators, and hence with a still more 
puzzling problem of arrangement on his hands. His so- 
lution is to classify according to phases of banking opera- 
tions. For example, among his most interesting headings 
are the following: Paying in of capital, State ownership 
of stock, Scope of business, Methods of evading redemption, 
Loans and discounts, Specie reserve. Any one interested 
in learning what the old state banks did with reference 
to those or 22 other subjects will find Dewey’s book exactly 
to his mind. The scholarly qualities which distinguished 
the writer’s Financial History of the United States are again 
in evidence. But that other student who wants to see 
the forest, not the trees, must turn away from Dewey 
hardly less disappointed than he turned away from Sumner 
and Knox. Happily one hope is left. When Professor 
Dewey comes to prepare his volume upon banking in the 
projected Economic History of the United States he may 
yet supplement his admirable collection of materials by 
a lucid statement of what it all means. 

The Safety-Fund Banking System in New York is one 
of the experiments at regulating bank circulation under 
state law about which much has been written. But Dr. 
Robert E. Chaddock of the University of Pennsylvania 
has made a more thoro presentation of the subject 
than any of his forerunners. By going back to the New 
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York assembly documents, the session laws, the contem- 
porary newspapers and pamphlets, he has found much 
fresh material which amplifies our knowledge if it does not 
greatly change our verdict upon the system. Chaddock 
concurs in the opinion of Laughlin and Root that, had 
the system possessed from the outset the restrictions and 
safeguards imposed by the amendments of 1837 and later 
years, no losses would have been incurred by note holders. 
Even as matters stood, he denies that the system was aban- 
doned because it had failed to provide adequate security. 
On the contrary, it was hostility toward monopoly and 
disgust with the legislative corruption attending the granting 
of bank charters which led to the passing of the free-bank- 
ing law in 1838. The book is so thoro in other respects 
that one wishes the writer had followed the practice of 
other contributors to the series of the Monetary Com- 
mission by publishing the text of the safety-fund law in an 
appendix. Further, the final section on the bearing of the 
system upon the guarantee of deposits sounds perfunctory 
and inconclusive. 


The publications dealing with banking since the Civil 
War begin appropriately with an account of The Origin of 
the National Banking System by Mr. Andrew McFarland 
Davis. Mr. Davis finds the first proposal suggestive of 
the National Banking System in an article published in 
the Analectic Magazine of Philadelphia in 1815. But of 
course he lays little stress on any of the early suggestions. 
His chief problem is, What induced Chase to urge a scheme 
for reorganizing the banking system upon Congress with 
such emphasis and pertinacity ? He shows that several 
years before the war Chase was thoroly alive to the evils 
of the circulation supplied by the state banks. But he 
thinks that the definite plan which grew into the National 
Banking System was suggested to Chase in August, 1861, 
by a letter from O. B. Potter. The banking bill embody- 
ing Chase’s recommendations Mr. Davis attributes to the 
codperation of Silas M. Stilwell,— who was conversant 
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with the bond-secured note system of New York, — Edward 
Jordan, — Solicitor of the Treasury, —E. G. Spaulding, — 
“the father of the greenbacks,”’ — and Samuel Hooper, — 
a man of affairs from Massachusetts, who sat with Spaul- 
ding on the Committee of Ways and Means. Their work 
was further modified in the bill which John Sherman fathered 
in 1863, and the latter in turn was the basis of the revised 
act of 1864. But Chase, while not the originator of the 
idea, or the author of the bill, was the prime mover in es- 
tablishing the new system. And Chase’s prevailing motive, 
according to Mr. Davis, was less the desire to increase the 
sale of government bonds than the desire to secure a 
uniform currency. This conclusion is contrary to received 
opinion, and it is doubtful whether Mr. Davis’s evidence 
will convince others as fully as it has convinced himself. 

Mr. A. D. Noyes’s History of the National Bank Currency 
is the most disappointing publication of the whole series. 
His admirable Forty Years of American Finance warranted 
an expectation that Mr. Noyes would treat this important 
theme with the thoroness it deserves. Instead he 
submits a slight essay of 18 pages, which adds nothing 
to our knowledge of the subject. The Monetary Commis- 
sion might better have republished Professor Dunbar’s 
essay on “ The Circulation of the National Banks,” or 
Professor Laughlin’s discussion in the Report of the Indian- 
apolis Monetary Commission, with addenda covering the 
years since 1900. 

Limitations of cash payments in times of crisis has been 
the scandal of American banking since the Civil War, 
as the condition of the note circulation was before the war. 
Fortunately the Monetary Commission entrusted the 
History of Crises under the National Banking System to 
Professor O. M. W. Sprague, a man who has the moral 
courage to speak plainly on a subject which most financiers 
and publicists handle with gloves. “The good nature 
and optimism characteristic of the country,” says Professor 
Sprague, ‘extends even to financial matters, regarding 
which there is a painful absence of thoro, unflinching 
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criticism in any financial journal.” His own work deserves 
no such reproach. 

Sprague’s book consists of careful analytic studies of 
the crises of 1873, 1884, 1890, 1893, and 1907 from the 
banking standpoint. He believes that each of these crises 
might have been allayed if the New York banks had pos- 
sessed a reserve of lending power adequate to meet the 
needs of borrowers and the demands of depositors for money. 
Local needs the New York banks could care for, if they 
were not exposed to the external strain of the withdrawal 
of the deposits made with them by interior banks. But 
in accepting these deposits they assume responsibility 
toward banks and customers of banks throughout the Union, 
— responsibility which they cannot shuffle off by pleading 
that the trouble is made by the culpable desire of country 
banks to strengthen their own reserves in face of a threat- 
ened panic. 

These bankers’ deposits, which produce the breaking 
strain, have been concentrated since the seventies in the 
hands of a half-dozen of the New York institutions. When 
a crisis comes, accordingly, the pressure converges upon 
these bankers’ banks. Ordinarily, they keep their funds 
invested largely in call loans, which in a serious emergency 
are even less liquid than other classes of loans, and carry 
cash reserves not notably greater than the institutions 
doing a strictly local business. Hence heavy demands 
for return of their bankers’ deposits quickly reduce their 
strength, and they lie down upon the Clearing House. 
The latter issues clearing-house loan certificates, and for- 
merly supported the certificates by equalizing cash reserves. 
In combination, these two measures practically turn the 
New York banks into one enormous institution. The 
bankers’ banks get the cash of the local banks, at a moderate 
rate of interest, to meet their obligations to interior institu- 
tions, and unless the strain is exceedingly severe, suspension 
of payments is avoided in New York and elsewhere. But 
the local banks, many of which are in principle opposed 
to the payment of interest on bankers’ deposits, are not 
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altogether pleased to see their reserves drained away by 
competitors in times of stress. Hence in 1884, when the 
issue of clearing-house loan certificates was authorized, 
the equalization of reserves was rejected, and since then 
this co-ordinate feature of the relief measure has never 
been revived. As a result, the bankers’ banks can no longer 
lay their hands upon the reserves of the local banks. Favor- 
able balances at the clearing house bring in nothing but 
certificates, and certificates cannot be shipped to the interior 
banks which are insistently calling for their money. Thus 
the organization for meeting crises has been less effective 
in recent cases than in 1873. Meanwhile, the New York 
money market has become more subject to severe strains 
from a number of sources, and the New York bankers 
have become more inclined to accept limitation of cash 
payments as an unfortunate but inevitable concomitant 
of crises. ‘‘It is impossible,” Professor Sprague holds, 
“to escape the depressing conclusion that the banking 
situation in 1907 was handled less skilfully and boldly than 
in 1893, and far less so than in 1873. No new elements 
of weakness were disclosed, but no real effort was made to 
overcome difficulties which had been met with partial 
success at least on former occasions.” 

Professor E. W. Kemmerer’s monograph upon Seasonal 
Variations in the Relative Demand for Money and Capital 
in the United States presents the results of the most elab- 
orate investigation ever made into this subject. His 
statistical data include interest rates, statements of clearing- 
house banks, receipts and shipments of currency, prices of 
domestic and foreign exchange, money in circulation, de- 
posits of gold bullion at the mints, imports and exports of 
gold, Treasury holdings of money and federal deposits in 
the banks, clearings, bond prices, and commercial failures. 
While the author lays most stress upon the seasonal varia- 
tions of the New York money market, he also covers the 
money markets of Chicago, St. Louis, New Orleans, and 
San Francisco as fully as the material permits. Whenever 
possible, he carries the tables back from 1908 to 1890; but 
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in many cases he could secure the necessary information 
for only a few years. To separate the recurring seasonal 
changes from the changes peculiar to single years, Kemmerer 
- employs averages for each successive week or month of all 
the years covered. An ingenious system of index numbers, 
in which each year is treated as a unit, enables him to mini- 
mize the disturbing influence of the factor of growth. Almost 
all the tables of the text are accompanied by charts. While 
the results serve chiefly to confirm old opinions, they also 
bring out many novel details concerning local differences 
in the seasonal demand for money which are interesting to 
the economist and important to the banker. 

Professor David Kinley’s Independent Treasury of the 
United States appeared in 1893. The great changes made 
since that year in the methods of managing the federal funds 
gave the Monetary Commission good ground for wishing 
to have the book brought down to date. The new volume 
is called The Independent Treasury of the United States and 
Its Relations to the Banks of the Country. The central theme 
of the new sections is Secretary Shaw’s various innovations. 
While Professor Kinley criticises this official severely for 
stretching the law and for involving the Treasury in an 
entangling alliance with the banks, he is not sorry that the 
legislation legalizing Shaw’s practices has abolished the 
Independent Treasury System piecemeal. As matters 
stand, “ the independence of the Treasury depends entirely 
upon the will of the Secretary” (p. 325). “The formal 
repeal of the law now would be largely perfunctory ” (p. 207). 
But positive legislation is needed to perfect some new 
system of keeping the government’s money. Professor 
Kinley mentions five proposals: (1) to extend the present 
system by authorizing government officers to pay in checks 
against the depositary banks; (2) to arrange a series of 
clearing houses to serve as depositaries; (3) to set up & 
central bank for the purpose; (4) to create a federation of 
the present banks, and (5) to make the Treasury itself a 
government bank. But he does not undertake to decide 
which of theses plans is best from the fiscal standpoint. 
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The same writer’s Use of Credit Instruments in Payments 
in the United States! reports the results of an investigation 
conducted by the Comptroller’s office under Kinley’s super- 
vision and modelled on the well-remembered investigation 
of 1896. Nearly 11,500 banks sent in acceptable returns 
showing the proportions of specie, currency, and checks in 
deposits amounting to $688,000,000 made on March 16, 
1909. Kinley analyzes the results minutely, but it is suffi- 
cient to note his broad conclusions, that 50-60% of retail 
trade is transacted by checks, about 95% of wholesale trade, 
and 80-85% of all business. Even in the paying of wages 
checks are used to the extent of 30%, if the pay-roll data 
supplied by the banks for one week may be relied upon. 

Since its publication in 1900, Mr. James G. Cannon’s 
Clearing Houses has been the standard treatise on the 
subject. Hence economists will welcome the revised edi- 
tion under the same title which Mr. Cannon has prepared 
for the Monetary Commission. Among the most important 
of the developments since 1900 which Mr. Cannon describes 
are the establishing of the clearing house for out-of-town 
checks in Boston, the appointment of clearing-house exam- 
iners in Chicago and elsewhere, and the issue of clearing- 
house loan certificates in 1907. His chapter upon the 
latter subject is perhaps the least satisfactory in the book. 
It is an uncritical record, and less complete than Dr. A. P. 
Andrew’s article upon “Substitutes for Cash in the Panic 
of 1907.” ? 

The volume upon Suggested Changes in the Administra- 
tive Features of the National Banking Laws contains both 
the replies to a circular letter sent out by the Commission 


1 Unfortunately, Professor Kinley did his work upon this monograph under severe 
Pressure. Numerous discrepancies appear between the data given for the same facts 
on different pages. For example: the summaries for national and state banks on 
p. 133 do not tally with the tables on pp. 125-127, and these wrong figures become 
the basis of a misstatement in the text at the top of p. 137. Similarly, the summaries 
for state banks and loan and trust companies, on p. 171, do not tally with the tables 
on pp. 163 and 166. On p. 200, Professor Kinley says that 70% of the reported 
Pay rolls were in checks, when he means to say in money. 


* Quarterly Journal of Economics, August, 1908. 
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in September, 1908, and the statements made to the Com- 
mission by officials of the Treasury and the American 
Bankers’ Association in December of the same year. The 
topics dealt with are all matters of detail, such as the best 
way of appointing and paying national-bank examiners, 
how loans from a bank to its officers should be limited, 
whether examiners should be given duplicates of state- 
ments of condition sent to the Comptroller, how banks 
can be made to reimburse the Treasury promptly for re- 
demption of their notes so as to keep the 5% redemption 
fund intact, etc. Both the letters and the oral statements 
are full of interest to one concerned with the administration 
of banking. The discussion has already borne fruit in 
more vigorous efforts on the part of the Comptroller’s office 
to enforce stricter compliance with the law and greater 
diligence upon the part of directors. 

Two compilations of banking laws may also be dismissed 
with a statement of their scope — tho one of them really 
does fill a long-felt want. The first volume, Laws of the 
United States concerning Money, Banking, and Loans, 1778- 
1909, compiled by two Treasury officials, Messrs. Hunt- 
ington and Mawhinney, is merely the latest of a series 
of compilations of like scope. In this book the laws are 
arranged in chronological order under four headings, — 
finance, banking, coinage, and paper money. Marginal 
summaries facilitate the finding of matter wanted. For 
some reason, no table of contents was provided; but this 
omission has been remedied by the issue of a separate pam- 
phlet. Convenient as this collection is, it does not alto- 
gether displace Dunbar’s old volume of laws; for the latter 
contains several important bills which failed to pass Con- 
gress or to secure the assent of the President. 

The second volume is a Digest of State Banking Statutes, 
prepared by Samuel A. Welldon. The material is arranged 
(1) by states in alphabetical order, (2) under each state 
by commercial banks, savings banks, and trust companies, 
and (3) under each of these groups by twelve sub-heads, 
relating to the subject matter legislated upon. The inter- 
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pretation of the statutes by court decisions has not been 
included, because of the great amount of labor involved 
in such an undertaking. To secure accuracy the material 
for each state was sent to the supervisor of banking with 
a request for suggestions. To facilitate comparison between 
the laws of different states upon given subjects, the digest is 
preceded by a tabular summary. This volume promises 
to become indispensable to all who have to deal with state 
banking; but in many detailed uses it must be supplemented 
by reference to court decisions. The fact that Mr. Welldon 
has done so much makes one wish that he had been able 
to do more, by including the interpretation as well as the 
letter of the laws. 

Professor George E. Barnett’s State Banks and Trust 
Companies since the Passage of the National-Bank Act makes 
a valuable companion piece to Welldon’s Digest. It is in 
substance a thoroly revised edition of the author’s mono- 
graph of 1902,' brought down to date, extended to include 
trust companies, and supplemented by a reprint of Mr. 
Thornton Cooke’s articles upon “ The Insurance of Bank 
Deposits in the West,”’ which appeared first in the columns 
of this Journal. The systematic survey of state legislation 
regarding the incorporation of banks, capital, liability of 
stockholders, restrictions upon loans, reserves, the estab- 
lishment of branches, supervision, and failures, is followed 
by an account of the rapid growth in the number of state 
banks and trust companies. Particularly noteworthy is 
the discriminating discussion of the relative advantages to 
a bank of incorporating under state and under national law. 
One factor, however, of importance in California and per- 
haps elsewhere, has been overlooked — the unequal burden 
of the taxes imposed upon state and national banks. 

The statistical material concerning banking in the United 
States is presented in four documents. The volume of 
Statistics for the United States, 1867-1909, compiled by 


1 State Banking in the United States since the Passage of the National Banking 
_ John Hopkins University Studies in History and Political Science, Series XX, 
umbers 2, 3. 
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Dr. A. Piatt Andrew is a companion piece to the volume 
of Statistics for Great Britain, Germany, and France de- 
scribed above. Of course, most of the tables are derived 
from, or based upon, the reports of the Comptroller of 
the Currency; but Dr. Andrew has wisely included state- 
ments of the clearing-house banks of New York and Chicago, 
interest and foreign exchange rates in New York, domestic 
exchange rates on New York from interior points, ete, 
In short, the volume offers much the completest statistical 
survey of American banking to be hdd. The most serious 
criticism to which the book is open is that Dr. Andrew did 
not use the revised figures for the stock of gold in years 
preceding 1907." 

Accompanying the statistics is a folio containing 24 
Financial Diagrams, printed in colors, and graphically 
illustrating the fluctuations of banking capital, note cir- 
culation, interest rates at home and abroad, gold move- 
ments, etc. 

Finally, the Commission has published a Special Re- 
port from the Banks of the United States, and a Supplement 
to this report, showing the results of an investigation made 
by the Comptroller’s office as of April 28, 1909. The 
special feature which differentiates this report from the 
regular reports obtained five times a year from the national 
banks, is that an effort was made to get the completest 
possible returns from state, private, and savings banks 
and from loan and trust companies. In addition, infor- 
mation was asked upon certain points not ordinarily cov- 
ered — particularly with reference to the payment of in- 
terest upon deposits. It turns out that of nearly ten billions 
of individual deposits reported by the commercial banks, 
two billions are savings deposits, and that six and a half 
billions are non-savings deposits but nevertheless draw 


1 Having had occasion to use Dr. Andrew's annual averages of the New York 
Clearing-House statements, I have discovered that the figures do not agree with the 
weekly returns from which they have been computed. Not less than 15 cases of 
inconsistency have been found in the tables for 1890-1908. Comparison with the 
tables published in the Financial Review indicates that the weekly figures are correct, 
except for loans in 1897, and that the errors were made in striking the averages. 
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interest, while not much over one billion of deposits are 
non-interest bearing.! 

The miscellaneous publications, which conclude the 
series, cover a wide range. 

Two articles by practical bankers, Paul M. Warburg 
and Lawrence M. Jacobs, are devoted to exploiting the 
superiority of bills of exchange over promissory notes.? 
The courts have decided that national banks have no legal 
power to accept time bills drawn upon them. Hence 
American bankers have been prevented from adopting 
the methods current in Europe of providing mercantile 
credit by accepting for their customers bills which the 
customers can discount on the strength of the endorse- 
ment by the banks. These bank endorsements standardize 
the commercial paper found in European markets, so that 
it can be bought and sold like graded commodities by in- 
stitutions at home or abroad which have no knowledge 
of the business standing of the original drawers. The 
promissory notes of this country, on the contrary, possess 
no such uniformity of credit; for without bank endorse- 
ments their value remains dependent upon the credit of 
the miscellaneous makers. As a result, we have no public 
discount market, no standard discount rate, and little 
chance to induce European capital to buy our commercial 
paper; our importers have to finance their purchases and 
our exporters their sales through Europe; our local banks 
cannot secure rediscounts without loss of standing, our 
idle funds go in the form of deposits with reserve agents 
and call loans to support stock speculation in Wall Street, 
ete. These vigorous statements by men familiar with 
banking practices in Europe and New York bring into the 
field of discussion a topic which has not received the con- 
sideration it merits. But that the benefits resulting from 
a legalization of acceptances by national banks may be 
overrated has been shown in these columns by Professor 
Sprague.’ 

1 Supplement to Special Report, p. 82. 
? The Discount System in Ex.upe and Bank Acceptances. 
* Quarterly Journal of Economics, May, 1909, vol. xxiii, pp. 402, 403. 
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The Credit of Nations by Francis W. Hirst, editor of 
the Economist, contains some references to local debts, 
but is mainly an account of the national debts of England, 
Germany, France, and the United States. For the European 
countries Mr. Hirst has relied chiefly upon the Denk- 
schriftenband zur Begriindung des Entwurfs eines Gesetzes 
beireffend Aenderungen im Finanzwesen, compiled by the 
German Imperial Treasury, and published in 1908. For 
the United States he has been content to use secondary 
authorities, such as the books of Bolles, White, and Dewey. 
One of the most interesting facts brought out by Mr. Hirst 
is that at present British towns can borrow more cheaply 
than the Empire of Germany. The book is pleasantly 
written, but reveals no wide research and no profound 
analysis. 

Another editor of an English financial paper, George 
Paish of the Statist, treats The Trade Balance of the United 
States. His method is to run over the various items in the 
trade balance and set down under each heading an estimate 
of the net payments or receipts by the United States. The 
scope of the discussion and the character of the conclusions 
may both be indicated by giving his results for the fiscal 
year 1909. On merchandise account the country had 
a credit balance of $351,000,000, which was raised to 
$411,000,000 by an excess of exports of precious metals over 
imports. On the other hand, the country had debit bal- 
ances of $250,000,000 on interest account, $170,000,000 
on tourist account, $150,000,000 on account of remittances 
to friends of immigrants, and $25,000,000 on freight account. 
Deducting the total of these debit balances — $595,000,000 
—from the credit balance above, Mr. Paish finds us 
with a net debit balance of $184,000,000, which was 
liquidated by permanent or temporary investments of 
capital by other countries in the United States. 

It will be noticed that several items included by other 
writers on the subject do not come into this estimate. Two 
are excluded because Mr. Paish thinks that the net pay- 
ments and receipts approximately cancel each other, — 
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money brought in and taken out of the country by arriving 
and departing immigrants, and the payment and receipt 
of insurance premiums and policies. But Mr. Paish has 
little or nothing to say of certain items which Dietzel and 
others regard as important, — undervaluation of imports 
to reduce tariff duties, over-valuation of exports to conceal 
sales abroad below the prices charged to domestic pur- 
chasers, profits or losses by foreigners on purchases and 
sales of American securities, etc. The one thing which all 
such studies make clear is that estimates of the trade balance 
are subject to a broad margin of error. But the one thing 
which Mr. Paish most wants to establish is that the United 
States should create a central bank, in order that it may 
obtain the gold it requires with less disturbance to commerce. 

The unsigned volume of Notes on the Postal Savings-bank 
Systems of the Leading Countries covers a wider field than 
the title suggests. For once Sierra Leone, British Guiana, 
Formosa, and a dozen powers of equal magnitude might take 
rank among the leading nations. Geographically the work is 
exhaustive. Not so much can be said for it upon the sys- 
tematic side. The subjects treated are the history and 
organization of postal savings-bank systems, the conditions 
under which funds may be withdrawn, the cost of adminis- 
tration, and the rate of growth as shown by statistics. More 
than half of the 128 pages are devoted to replies made by 
American consuls to a questionnaire — not the best sort of 
material. 

One of the first acts of the Monetary Commission was 
to ask the Secretary of the Treasury to detail Mr. J. O. 
Manson, Chief of the Division of Accounts, Redemption, 
and Issues, to prepare a report on the Fiscal Systems of 
the United States, England, France, and Germany. Mr. 
Manson went to Europe and conferred in London, Paris, 
and Berlin with executive officials charged with the super- 
vision of receipts and expenditures. His report is concise 
and systematic, tho less detailed with reference to other 
countries than with reference to England. A discussion 
of methods of balancing the budget — the weakest point of 
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our federal finance — did not come within the scope of his 
inquiry. Perhaps the most important difference which he 
brings out between the American and European systems 
is the fuller use of banks by foreign governments in keeping 
and transferring funds, receiving payments, and making 
disbursements. 

Another side of the Commission’s work is represented 
by the report of Interviews on the Banking and Currency 
Systems of England, Scotland, France, Germany, Switzerland, 
and Italy and its pendant, Interviews on the Banking and 
Currency Systems of Canada. These volumes contain the 
information gained from leading foreign bankers by repre- 
sentatives of the Monetary Commission who visited Europe 
in 1908 and Canada in 1909. Senator Aldrich has intimated 
that the Commission profited greatly by these personal 
inquiries. But the reader who is to do likewise must possess 
patience. There are few arrangements of material so 
unsystematic as that produced by stenographic reports 
of conversations. Matters of interest may be brought out; 
but unless the interviews have been planned in advance 
with the greatest care, the reader must spend almost as 
much time as the investigator in getting his information. 
A digest would have been better than a stenographic report. 
The volumes are published without even indexes. 

One passage may be pointed out, because few will read 
far enough to find it. In interviewing officials of the Reichs- 
bank, some member of the Commission mentioned the 
charge made here and in England, that Berlin is not a 
free market for gold, because in times of stress the Reichs- 
bank suggests to other banks that it is not agreeable to 
have gold exported. The answer of the Germans was 
positive indeed. “It never has been the case and never 
will be the case that any such suggestion has been made 
by the Reichsbank to anybody. If it happened during 
the last crisis that some of the banks refused to export 
gold, that was done for wrongly understood patriotic reasons. 
The Reichsbank is not in favor of such measures and it 
is very sure that such a thing will not happen again.” ' 

1 P, 358. 
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Last comes the Suggested Plan for Monetary Legislation 
submitted to the National Monetary Commission by Hon. 
Nelson W. Aldrich. While the Chairman does not propose 
to imitate any of the banking systems described in the 
preceding publications, he has formulated his suggestions 
“in the light of the great mass of information which the 
Commission has gathered.” Continued use of this infor- 
mation must be made both by the Commission in elabora- 
ting its bill and by all who take serious part in the discussion 
of that measure. Whatever may be the legislative outcome 
of the Commission’s labors, it has already performed a 
notable service by gaining fresh and diffusing old knowledge 
of the subjects with which it deals. 


Westey C. MItTcHELL. 


University oF CALIFORNIA. 
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RECENT PUBLICATIONS ON WOMEN IN 
INDUSTRY 


THE economic status of women in industry has aroused 
much interest during the past few years. The studies of 
the subject which have resulted will do much toward aiding 
in the solution of the many perplexing questions connected 
with women’s wages, technical efficiency, and working 
conditions, and the special legislation which should be 
adopted to secure the greatest social benefit. The publi- 
cations with which the present review deals! supplement 


1 Women in Industry: A Study in American Economic History. By Edith 
Abbott. With an introductory note by Sophonisba P. Breckinridge. (New York 
and London: D. Appleton and Co., 1910, pp. xxii, 409.) 

Wage-Earning Women. By Annie Marion Maclean. With an introduction 
by Grace H. Dodge. The Citizens’ Library of Economics, Politics, and Sociology, 
edited by Richard T. Ely. (New York: The Macmillan Co., 1910, pp. xv, 202. 
$1.26 net.) 

Women and the Trades. By Elizabeth Beardsley Butler. Russell Sage Founda- 
tion Publication. (New York: Charities Publication Committee, 1909, pp. 440.) 

Women’s Trade Union Movement in Great Britain. By Katherine Graves 
Busbey. Bulletin of the Bureau of Labor, July, 1909. 

The Economic Position of Women. A symposium by eighteen contributors, con- 
sisting of studies on the history of women’s work in the United States, problems of 
women in industry, social action, and a bibliography of books in the English language 
on women in industry. Proceedings of the Academy of Political Science for October, 
1910. (New York: Columbia University, pp. 193.) 

Report on Condition of Woman and Child Wage-Earners in the United States. 
In nineteen volumes. Prepared under the direction of Chas. P. Neill, Commissioner 
of Labor. (Washington, 1910.)— The first three volumes are being distributed. 
Volumes IV to XII are in type and are issuing from the printing office as rapidly as 
the work can be handled. The titles of volumes I to XII are as follows: — 

Volume I. — Cotton Textile Industry, pp. 1044. 

= II. — The Clothing Industry, pp. 878. 

III. — The Glass Industry, pp. 970. 

IV. — The Silk Industry. 

V. — Wage-Earning Women in Stores and Factories. 

VI. — The Beginnings of Child Labor Legislation in Certain States: 

A Comparative Study. 

VII. — Conditions under which Children Leave School to go to Work. 
VIII. — Juvenile Delinquency and its Relation to Employment. 

IX. — History of Women in Industry in the United States. 

X.— History of Women in Trade Unions. 

XI. — Employment of Women in Metal Trades. 

XII. — Employment of Women in Laundries. 

The most important of the remaining volumes will treat of the Relation of Ocou- 
pation and Criminality of Women, Causes of Death among Woman and Child Cotton 
Mill Operatives, and Employment of Women and Infant Mortality. 
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each other admirably. Miss Edith Abbott’s Women in 
Industry is a study of “ the history and statistics of the 
employment of women in America” from colonial times 
to the present; Miss Elizabeth B. Butler’s Women and 
the Trades presents the findings of the Pittsburgh Survey 
in regard to the women employed for wages in mercantile 
and manufacturing establishments of Pittsburgh; Miss 
Annie M. MacLean’s Wage-Earning Women, undertaken 
at the instance of the Young Women’s Christian Associa- 
tion, deals with the conditions of women’s work in various 
industries and in various parts of the United States, giving 
especial attention to welfare and betterment work; the 
first three volumes of the Bureau of Labor’s Report on 
Condition of Woman and Child Wage-Earners in the United 
States are exhaustive inquiries into the cotton textile, 
the men’s ready-made clothing and the glass industries; 
Katherine G. Busbey’s study in the Bulletin of the Bureau 
of Labor for July, 1909, deals with the history and present 
status of The Women’s Trade Union Movement in Great 
Britain; and the Proceedings of the Academy of Political 
Science of New York City for October, 1910, contain a 
symposium on the numerous topics connected with The 
Economic Position of Women. 

Women in Industry is a careful and valuable study in 
economic history. Miss Abbott shows conclusively “ that 
women have been from the beginning of our history an 
important factor in American industry” (p. 317). Both 
the facts of industrial history and the available statistics 
go to show that there has been no “‘ woman’s invasion.” 
The result of Miss Abbott’s statistical inquiry ‘“ was to 
show that, while the present tendency was toward an in- 
crease in gainful employment among women, that increase 
had been only normal, considering the rate of increase in 
the population, in the group of industrial occupations desig- 
nated in the census as ‘manufacturing and mechanical 
pursuits,’ while there had been a disproportionately large 
increase only in the occupational group ‘trade and trans- 
portation ’”’ (p. xiii). 
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Miss Abbott considers separately the history of the five 
industries which employ the largest numbers of women, i. ¢, 
textiles, clothing, tobacco and cigars, boots and shoes, and 
printing and publishing. 

It is a more or less common impression that working 
conditions are much worse now than they were seventy- 
five or a hundred years ago. For instance, Miss MacLean 
says! that “the semi-idyllic conditions of the early New 
England cotton mill have given way to a system brutalized 
by greed and the exigencies of modern industry.” Miss 
Abbott presents abundant data, however, to support her 
conclusion that “conditions of work in the cotton mills 
of the first half of the nineteenth century were, in fact, 
far from being as superior as the early body of operatives” 
(p. 125). The mills were very unsanitary and badly con- 
structed, the working day was notoriously long, being 
from 12 to 14 hours, and the wages were low. In Fall 
River the working day began at 5 a.m. and did not end 
until 7.30 p.m. Of 284 woman employees in the Wal- 
tham Mills in 1821 only one received over $4 a week, while 
218 received under $3 (p. 278). The reason that the fac- 
tories of the present impress the visitor less favorably than 
those of fifty or seventy years ago is because of “ substitu- 
tion of immigrant operatives for the educated New England 
women who first filled the mills” (p. 146). Miss Abbott 
finds that in the manufacture of cotton goods, which is the 
most important woman’s industry, “ the women are being 
slowly displaced by men ” (p. 104) and that ‘ cotton manu- 
facture now employs a relatively smaller proportion of the 
total number of women in the country than formerly” 
(p. 105). 

The boot and shoe industry, unlike the cotton industry, 
has not always employed women. In colonial times it was 
purely a man’s employment, but during the first half of 
the nineteenth century women became an important factor, 
and since the introduction of modern machinery woman’s 
work has become increasingly important. Immigrant labor 


1 Wage-Earning Women, p. 11. 
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has not replaced native labor in this industry as it has in 
cotton textiles. The reasons given by Miss Abbott are 
that the work is more skilled, that the wages are higher, 
and that America has been a pioneer and has therefore 
been compelled to educate its own labor force. In the 
cigar-making industry, the introduction of machinery and 
mechanical devices has led to such a great increase in the 
number of women employed as “ to indicate its tendency 
to develop into a ‘women’s industry’” (p. 186). An 
unusually large percentage of foreign-born and married 
women are employed. In the clothing trades Miss Abbott 
finds an opposite tendency in the employment of women. 
“The tendency of the last quarter century in the industry 
has been toward an increase in the proportion of men and 
a corresponding decrease in the proportion of women em- 
ployed ” (p. 231). The invasion of Russian Jews into the 
industry is given as the chief reason for this decrease. ‘‘ The 
clothing industry has been more affected than any other 
trade in this country by successive waves of immigration ” 
(p. 230). 

Altho the work of the printing trades has been char- 
acterized as being “peculiarly women’s work” and altho 
there were 37,000 women employed in the printing trades 
in 1905, ‘‘ yet. printing has never been a trade which women 
have made their own” (p. 250). This has probably been 
due to the policy of the printers’ union in combating the 
entrance of women into the trade. In 1872 the union 
adopted the policy of ‘“ admitting women to full member- 
ship in local unions and demanding for their labor the same 
price paid to men” (p. 254). Since women “ are not as 
efficient as men and at present there is no direct path of 
efficiency open to them ”’ (p. 260), this policy means that 
men printers are employed in preference to women at the 
union scale. The union policy was adopted “to protect 
the wage scale, not to encourage women to enter the trade ” 
(p. 260). 

As to the relation between wages received by men and 
by women Miss Abbott points out “ that the median rates 
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given in the Dewey report show that in ‘all industries’ 
the median rate for women is fifty-three per cent of the 
rate for men; that in the tables which have been given for 
the different industries, the women’s median wage is uni- 
formly lower than the men’s, varying, in fact, from one- 
third in the printing trade to approximately three-fourths 
(seventy per cent) in the cotton industry ”’ (p. 312). How- 
ever, as Miss Abbott truly says, the wages of men and of 
women are not really comparable. Her study of the cotton, 
boots and shoes, men’s clothing, cigar-making, and printing 
industries shows that women are doing less skilled work 
than men. Miss Abbott subscribes to Mr. Webb’s theory 
“that the woman is poorly paid, in part at least, because 
she is inefficient and is doing work which is less skilled than 
that done by men.” This theory receives striking con- 
firmation by the Bureau of Labor Report, to be considered 
later. 

Women and the Trades is a study of the working conditions 
in the industries and trades of Pittsburgh which employ 
women. Each of 448 shops and factories was visited and 
data were secured from employers, employees, and other 
persons familiar with the trade. The conditions in each 
trade and industry are discussed separately. Miss Butler 
gives an interesting picture of the conditions of employ- 
ment of women in this great non-union industrial center. 

The wage statistics collected are illuminating. A sum- 
mary of the rates of wages received by 22,185 women in 
twenty-seven different trades (p. 338) shows that 62 per 
cent receive less than $7 per week, 21 per cent from $7 to 
$7.99, and 17 per cent receive $8 or over. Of the 7540 
women in mercantile employment, 73 per cent receive 
less than $7 per week. Miss Butler says that not one of 
the working women or others interviewed “ was willing to 
consider $6 a living wage. They agreed that the minimum 
below which a working girl cannot live decently and be 
self-supporting in Pittsburgh is $7 a week ” (p. 346). When 
we consider that the figures quoted are rates and not earn- 
ings, that many of the occupations are seasonal, and that 
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nearly all have their dull seasons lasting several weeks, 
we can appreciate something of the economic pressure 
felt by these working girls. The stock reason of the employer 
for the payment of such low wages is that the girls depend 
upon their families for support. Miss Butler quotes a box 
manufacturer who says, “ We try to employ girls who are 
members of families for we don’t pay the girls a living wage 
in this trade” (p. 346). Again, she found that “ it is 
assumed that shop girls are only partly self-supporting 
and need only work for pin-money ” (p. 346). No direct 
evidence was taken in Pittsburgh as to the percentage of 
woman workers who depend upon families for part of their 
support but the indirect evidence indicates that it is almost 
negligible. The direct evidence obtained by Miss Mac- 
Lean (quoted later), and the data given on family conditions 
and income in the Bureau of Labor Report, substantiate 
this conclusion. The social disaster to which the pin- 
money theory often leads is illustrated by the following 
case, one of several cited by Miss Butler: ‘‘ Emma —— 
was employed in a waist department at $5 a week. She 
had no friends in the city, but sent money home to her 
people and paid board. At the end of six months she 
became an occasional prostitute; after a year was dis- 
charged by the firm ” (p. 306). 

Payment by the piece is the rule in Pittsburgh factories. 
Numerous instances are given where the piece rate was cut 
after the girls had reached their maximum speed and had 
secured earnings approximating $1.50 a day (pp. 218 and 
263). Much evidence of over-speeding is given. A mana- 
ger of a large stogy factory holds that in his industry “ No 
girl can keep up her pace more than six years’”’ (p. 96). 
Miss Butler concludes that the stogy industry “ is taking 
young, undeveloped girls, lifting their speed to the highest 
pitch and wearing them out” (p. 96). In telephone work 
“the life of an operator’ was given by the managers to be 
from eighteen to twenty months in one company and fifteen 
months in the other (p. 291). It would seem that under 
the present industrial system the union is the only effective 
means of raising wages and eliminating over-speeding. 


— 

= 

= 

2 

ae 

= 

= 


600 QUARTERLY JOURNAL OF ECONOMICS 


A ten-hour working day is the rule. Over-time and 
night work are common in many industries, such as laundry 
work, canning, and confectionery. The conditions sur- 
rounding workers in laundries, bakeries, the garment trades, 
lacquering of metal, etc., were found to be unhygienic and 
unsanitary in many instances. The favorable conditions 
in certain factories showed that work need not be carried 
on in a manner unhealthful to the employees. In many 
factories the machinery is not properly guarded and the 
inevitable accidents happen (p. 234). It is evident that 
Pittsburgh needs more stringent government supervision 
of factories and employer’s liability laws. 

Miss Butler finds that women working in the same trades 
as men earn about half the wages. However, her analysis 
of the work of the two sexes leads her to agree with Miss 
Abbott ‘that women and men tend to separate into non- 
competing groups. They rarely work together on the same 
wage level, or at identical work.” 

The data upon which Wage-Earning Women is based 
were collected by forty volunteer investigators under the 
direction of Miss MacLean. “ The investigation dealt 
with women in widely scattered regions from New York 
City to the Pacific coast, including typical mill towns in 
New England and New Jersey, the mining regions of Penn- 
sylvania, the great industries of Chicago, certain small 
cities of Michigan, and the great Middle West with develop- 
ing manufacturing interests, and the seasonal work of 
picking hops in Oregon, and picking, drying, packing, and 
canning fruit in California” (p. 3). The study is valuable, 
therefore, chiefly for its snap-shot pictures of women at 
work and for the incidental information which was not 
secured by the Labor Bureau investigation. 

The data gathered in New York City and New Jersey 
indicate that the typical working girl is unmarried, is about 
20 years old, earns at a rate not over $7 a week, and lives 
at home but pays board or contributes to the family support. 
A summary of the results for New York City and New 
Jersey follows: — 
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New York City 


1476 working women were canvassed. 
45% earn less than $7 a week 
91% are single 
79% are under 25 years of age 
88% live at home 
95% of those living at home contribute to family 


support. 


New JERSEY 


824 workers in the silk mills and potteries of four cities 
were canvassed. 
47% earned less than $7 a week 
78% are under 25 years of age 
87% live at home 
92% of those living at home contribute to family 


support 
Only 22 paid nothing for board at home. 


It will be noticed that 45% in New York and 47% in 
New Jersey were reported to “ earn less than $7 a week.” 
These “ earnings” are, apparently, “rates of pay.’’ The 
schedules used by the canvassers asked for the “ average 
wage.” Such a question leads to inexact answers and is 
contrary to good statistical practice. 

In the fruit industries of California it was said to be 
common for mothers with young babies to continue work- 
ing in order to take advantage of the busy season. “A 
seeder was found, who had a baby just three days old. 
Now and then the young mother, hot and excited, stopped 
long enough to nurse the baby when it was brought to her ”’ 
(p. 126). The injurious social effects of work under such 
conditions need only be stated in order to be recognized. 

The first three volumes issued by the Bureau of Labor 
on Woman and Child Wage-Earners in the United States 
set a very high standard of excellence for the series, which 
is to be completed in nineteen volumes. The investigation 
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of the cotton industry covered 32% of the total number 
of operatives of four states in New England and six states 
in the South. These states had, in 1908, 85.8 per cent of 
the spindles of the entire country. The investigation of the 
men’s ready-made clothing industry covered 29.7% of the 
employees in the five cities leading in the manufacture, 
namely, New York, Chicago, Baltimore, Philadelphia, and 
Rochester. These cities manufacture 68.3% of the total 
value of men’s ready-made clothing made in the United 
States. In the glass industry three-fourths of the factories 
in operation, employing 70% of all women and child glass 
workers in the United States, were included in the study. 

The investigations were carried on by special agents 
who visited the various establishments and interviewed 
the employees. The earnings and hours of work of each 
employer were obtained from the pay rolls. Information 
was also obtained concerning the age, conjugal condition, 
nativity, and race of a large number of workers. Care 
was taken to verify the ages of the younger children em- 
ployed. Detailed information was obtained in regard to 
the living conditions of over two thousand families in each 
industry. General tables give the number and conjugal 
condition of employees by years of age, or age group, classi- 
fied weekly earnings in dollar groups by age and sex, family 
income with source of same, literacy and school attendance, 
and the economic condition of families having children or 
woman members at work. An intimate picture is drawn 
of each industry. Data are presented of a kind hitherto 
not available, such as that on the relation between age: 
and wage. The investigations seem to have been as careful 
as they were extensive, and tho the tables of the various 
volumes are not quite comparable, the text is well written 
and arranged. In the following I will limit myself to con- 
sideration of some of the important results bearing on the 
conditions of woman workers. 

In the cotton textile industry the report notes that there 
has been a displacement of women by men and that “ the 
period of greatest increase in the total number of employees 
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in the cotton industry marked the greatest fall in the pro- 
portion of women. . . . These facts suggest that the 
industry has developed so rapidly, particularly between 
1890 and 1900, that women could not be obtained in suffi- 
cient number to fill the demand for new employees . . .” 
(pp. 32, 33). The history of the industry in the South 
supports this theory. In the men’s ready-made clothing 
industry the unsatisfactory statistics available indicate 
that women have been displaced by men, especially during 
the period of the development of the shop system, extreme 
division of labor, and the introduction of power machines. 
In hand work “ only the inferior and more poorly paid work 
was left to women” (p. 495). In the glass industry there 
was a marked increase in the number of women employed 
during the period 1880-1900, but the census of 1905 showed 
a slight decrease. At present women over 16 constitute 
but 6% of the total number of employees in the industry. 
The differences between the wages paid male and female 
workers in the cotton and ready-made clothing industries 
are evident from Charts I, II, and III. Only those occu- 
pations are taken in which men and women compete. In 
each case wage groups are marked off on the horizontal 
and the percentages of males or females earning the wages 
indicated appear as ordinates. In each graph the sum of 
the ordinates equals 100%. The average number of hours 
worked by the employees in each of the lowest two or three 
groups was considerably below the normal. The median 
wage for females in New England cotton mills is in the 
group $6 to $6.99, for males in the group $7 to $7.99. In 
southern cotton mills the median for both males and females 
comes in the group $4 to $4.99 Considering only operatives 
16 years and over in New England mills the median weekly 
earnings for 6492 males is computed to be $7.58, and the 
median weekly earnings for 13,744 females is computed 
to be $6.78. Women’s earnings are, therefore, nearly 90% 
of men’s earnings in competing occupations in cotton mills. 
Including only those 21 years and over the medians are 


1 The charts have been prepared by the reviewer; they are not in the Report. 
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in the following groups: $8 to $8.99 for men and $7 to 
$7.99 for women in New England, and $6 to $6.99 for men 
and $5 to $5.99 for women in the South. 


16 
A 
\ 
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10 / 
CHART III \ 
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¢ which men compete with women or children ot 
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made clothing, by sex. 
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The earnings of men and of women in the clothing indus- 
try are not quite comparable because “ certain occupations 
which are left entirely to women in some cities are almost 
entirely monopolized by men in other cities” (p. 123). 
Chart III shows the strikingly different wage curves for 
the two sexes. Median weekly earnings of men are from 
$3 to $5 more (depending on the city) than they are for 
women. The reason given for this great difference is that 
“most of the women have left the shop before the age when 
experience and skill permit the highest earnings ”’ (p. 147). 
“Taking conditions most favorable to the labor force — 
steady work and a year of high industrial activity — the 
maximum yearly earnings for women 16 years of age and 
over in Chicago are found to average a little over $8 per 
week and in Philadelphia about $6 per week ”’ (p. 172). 
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Chart IV gives the percentages of women receiving the 
indicated actual earnings and rates, in the finishing depart- 
ment of glass factories. There are no comparable figures 
for males, since few men compete with women in this depart- 
ment. The median of the actual earnings is in the group 
$4 to $4.99; the median of the rates is in the group $5 to 
$5.99. Eighty-four per cent of the women receive rates 
less than $7 per week. 
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Examination of the wage data classified according to age 
of the employees shows that there are striking age differences 
between the two sexes. In the cotton industry female 
employees 16 to 20 years of age “‘ constituted 30.8 per cent 
of all females in New England and 34.8 per cent of all in 
the South ” (p. 44). The corresponding figures for males 
are 26.4 per cent in New England and 21.7 per cent in the 
South. Statistics furnished by the Massachusetts Bureau 
show that 50.3 per cent of the female cotton operatives 
in the state are in the age group, “ 16 and less than 25 years.” 
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Comparative figures for males are not given. In the ready- 
made clothing industry out of 11,685 female workers 52.1% 
were under 21 years, while of 5812 male workers only 
23.7% were under 21 years of age (p. 36). This great 
difference in ages, with its consequent difference in experi- 
ence and skill, goes far to explain the difference in wages 
received by the two sexes. In New England cotton mills 
the percentages of males and of females according to age 
earning less than $8 per week are about the same until we 
reach the group “ 21 and over” when they are 43.2 and 
60.8, respectively. In the South the percentages of males 
and of females, by age, earning less than $6 per week differ 
very little from each other until we reach the group “ 18 to 
20 years’ when they are 55.0 and 72.5, respectively. In 
the ready-made clothing industry the great difference in 
earnings, as shown by Chart III, is likewise to be explained 
by the fact that “ most of the women have left the shop 
before the age when experience and skill permit the highest 


earnings ” (p. 147). 
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Chart V, again, shows the variation of wages, classified 
by age, of 2430 women employed in incandescent electric 
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light establishments. Ages are measured on the horizontal 
and median wages of the age groups on the vertical. There 
is a rapid rise from age 16 to age 20, a gradual rise from age 
20 to age 24, and, finally, a fall from age 24 to the group, 
45 and over, when the 17 year-old wage level is nearly reached. 
In the finishing departments of glass establishments 74.2% 
of the women employed are from 16 to 24 years of age and 
in incandescent electric light establishments 83% of women 
employees are in this age group. This whole analysis goes to 
show, then, that a very large part of the difference between the 
wages of men and women is due to the inefficiency and lack 
of skill of women, which in turn are due to the inexperience 
of younger age and shorter working life. 

A further effect of woman’s short stay in industry is that 
she tends to monopolize the unskilled trades. The three 
volumes of the Labor Bureau Report give much evidence 
to support the theory that men and women tend to form 
non-competing groups. This, of course, tends to put the 
two sexes into separate labor markets, and to cause their 
wages to be fixed by the different conditions surrounding 
the two markets. Woman’s lower standard of life, lack 
of organization, and more limited field of employment, are 
some of the conditions which make her labor market an 
unfavorable one for her. These elements are, in my opinion, 
of less influence in most fields of employment in causing 
woman’s low wages than her lack of technical skill. 

There is not space here to summarize the working con- 
ditions that call for factory legislation. I may call attention, 
however, to one striking fact observed that calls both for 
state regulation and education of the employees. In 
38 of the 46 cotton mills visited in New England and in 
145 of the 152 mills visited in the South, in an industry 
where tuberculosis is especially common, it was reported 
to be customary to spit on the floor. In only one state, 
Massachusetts, is there a law against spitting on the floors 
of a manufacturing establishment and the law in this state 
is not enforced. 

Miss Busbey shows clearly in The Women’s Trade Union 
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Movement in Great Britain that woman’s weakness in unions 
is the result of her short working life, inefficiency, sub- 
missiveness, and low wages. “It is in the low wages of 
women workers that the chief difficulty of effective organi- 
zation lies. The trade union leaders, therefore, have to 
cope with the apparently paradoxical situation of women 
being frequently poorly paid because they are not organized, 
and protective organization rendered impossible because 
they are too poorly paid to afford even the small sum at- 
tendant upon combination” (p.6). In 1874 the first 
successful attempt to organize women in Great Britain 
resulted in the “ Women’s Trade Union League.” The 
League has not been militant and has refused to join with 
men in making demands upon employers. Other women’s 
unions have been formed from time to time until the mem- 
bership is now over 200,000. However, the apathy of 
women, the inclination to underestimate their own value, 
and the fact that ‘“‘ they let the men run the unions ”’ (p. 10) 
have been influences that curtail the value of women’s 
organizations. The chief results secured by the organiza- 
tions of Great Britain are the education of women concern- 
ing their rights under the British Workman’s Compensation 
Act, the agitation for labor legislation, the crusade against 
the living-in and truck systems, and the protection secured 
against unjust fines by employers. At present the women’s 
trade union leaders are endeavoring “to accomplish the 
extension of the board of arbitration prerogative to an 
authoritative institution for legal decision in wage disputes 
and the establishment by law of a minimum wage in the 
different trades ” (p. 44). 

Miss Busbey’s study leads her to conclude that “ the 
women’s trade union movement in Great Britain is in an 
immature stage of development or it may be nearly transi- 
tional, but its development has not been arrested ”’ (p. 50). 
“Women’s trade unions, then, would not seem to have 
demonstrated a high efficiency in a widespread elevation 
of wages, but as a factor in maintaining a once-established 
standard of wage the women’s trade union movement 
gives undeniable evidence ” (p. 49). 
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The policy of women trade unionists in Great Britain 
has been, and is, to secure better labor conditions through 
protective legislation rather than by means of direct demand 
on employers enforced by strikes. 

The various articles in the symposium on The Economic 
Position of Women cover the historical development of 
women’s work in the United States, various problems of 
women in industry, such as the training and education 
of women, the industrial work of married women, the 
economics of “‘ equal pay for equal work ” in the schools of 
New York City, and the betterment of the conditions of 
employment through social action. Mr. H. R. Mussey 
in his introduction holds the theory that “such a large 
proportion of [working women] are mere ‘pin-money girls’ 
that there is no minimum standard of wages, such as is 
furnished for men by the necessary cost of maintaining 
a family ” and that “ the wages of all women, self-dependent 
or not, tend to be fixed on the assumption that they will 
live parasitically on their relatives.” The evidence already 
quoted from the books which are the subject of this review 
warrants Miss MacLean’s characterization of this theory 
as “vicious and unsupported.” ! As to the reason why 
women receive so small a wage Mr. Mussey is not even con- 
sistent with himself. He says, ‘“‘ uninterested, untrained, un- 
skilled, they are on a low level of efficiency, and they have 
little motive for climbing to a higher level. Small wonder 
that they crowd the unskilled labor market, and that their 
work commands a mere pittance” (p. 5). However, on 
page 7, he concludes that ‘‘ women are paid less than men 
primarily because they will take less, not because their 
work is worth less or because they need less; and public 
opinion acquiesces without protest.” 

Miss Sumner, in her article on the Historical Development 
of Women’s Work, holds that “‘ the greatest economic success 
of women wage earners in manufacturing industries has 
been attained in occupations in which they have competed 
directly with men ” (p. 16). She mentions woman printers 


1 Wage-Earning Women, p. 177. 
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and cigar-makers as illustrations. The available data 
show that neither of these illustrations is well chosen. Miss 
Butler says, “‘ Analysis shows that in only a few cases 
are women permanent active competitors with men for 
identical work, within the limits of their working life. I 
found this true in Pittsburgh among press feeders and 
compositors in printing offices. . . .””' Miss Abbott found 
that altho women are received into printers’ unions on the 
same terms as men, for a woman “ to join the union and 
demand the same rate of wages is to invite discharge.’’ ! 
The Dewey Report gives the median wage for men printers 
in 1900 as $16 and that for women as $5 weekly. Cigar- 
making is the other industry cited by Miss Sumner as 
one in which women derive an advantage by competing 
directly with men. The wage data of the Dewey Report 
do not show this advantage, as women receive only 40% 
of the wages paid to men in the same occupations of packing 
and rolling cigars. Miss Sumner’s generalization, therefore, 
is not supported by the facts. 

Three writers among the contributors to the symposium 
call attention to the inherent character of woman’s indus- 
trial handicap. Miss Emily Greene Balch holds that 
“we cannot make women efficient in any complete sense 
under circumstances which so militate against their effi- 
ciency...” (p. 71). The “circumstances” referred 
to are the short industrial life of women necessitated by 
marriage and child-bearing. Miss Florence Kelly is im- 
pressed by the social evils which result from the industrial 
employment of married women. ‘“ Whether the wage- 
earning mother leaves home, or brings her work into the 
home, her children pay the penalty” (p. 9). Finally, 
Miss Alice Henry shows the difficulty of making women’s 
unions effective because, ‘‘ Seven years is the average dura- 
tion of women’s wage-earning life. The average woman 
unionist is a mere girl.” 

John Martin, of the New York Board of Education, has an 
interesting paper on The Economics of “ Equal Pay for 


1 Women and the Trades, p. 344. 2 Women in Industry, p. 261. 
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Equal Work” in the Schools of New York City. He shows 
that the motto of the Interborough Association of Women 
Teachers, ‘ Equal pay for equal work,” is a doctrinaire 
slogan to which the women teachers themselves do not ad- 
here. For instance, the salary schedule advocated by the 
Interborough Association provides that ‘any position 
between the kindergarten and the seventh grade may be 
filled by teachers with salaries varying from $720 to $1515” 
(p. 103). Mr. Martin holds that “‘ Salaries are settled by 
the pragmatic method ” and that the chief of the many 
elements to be taken into account are: “1. A living wage. 
2. Years of experience or age. 3. Length and quality of 
preparation for the work. 4. Responsibility of the duty 
performed. 5. Total demand upon the taxpayer which 
the schedules entail and willingness of the taxpayers to meet 
the demand. 6. Adjustment over a long period of the 
supply of teachers to the demand” (p. 99). Mr. Martin 
shows clearly that if men teachers are to be retained in the 
schools their salaries must be higher than it is possible to 
pay women. He says, “ For reasons over which the educa- 
tional authorities have no control men teachers of as high a ~ 
personal quality as women teachers cannot, over a long 
period, be secured and held for the same pay” (p. 101). 
The argument of Mr. Martin that salaries cannot be deter- 
mined by reference to an abstract doctrine like ‘‘ Equal 
pay for equal work ” is convincing. 


In conclusion, Miss Abbott gives us an authoritative 
historical study in Women in Industry; Miss Butler and 
Miss MacLean give us excellent pictures of the present 
conditions surrounding working women; and the Labor 
Bureau Report gives the most complete data available on 
the important questions of women’s wages and the general 
conditions of work in important industries. 


Warren M. Persons. 
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NOTES AND MEMORANDA 


THE TRUSTWORTHINESS OF THE BUREAU OF 
LABOR’S INDEX NUMBER OF WAGES 


Dovusts concerning the trustworthiness of the index 
number of wages compiled by the federal Bureau of Labor 
were aroused in 1903 by the publication of Professor Davis 
R. Dewey’s census report upon Employees and Wages. 
Professor Dewey, indeed, did not cast his statistical data 
into summaries directly comparable with the Bureau’s 
results; but his detailed tables and his comments upon 
conditions in industry after industry indicated that net 
reductions in wages between the census years 1890 and 
1900 had been quite as numerous as net increases. Ac- 
cording to the Bureau of Labor, on the contrary, wages 
stood decidedly higher in 1900 than in 1890. The index 
number, based on average rates of pay per hour in 1890-99, 
was 105.5 in the later and 100.3 in the earlier year. Thus 
there seemed to be a discrepancy between the results of the 
two investigations. 

This impression was made more definite in 1907 by Pro- 
fessor Henry L. Moore’s study of “The Variability of 
Wages.”' Basing his work upon Dewey’s data, Moore 
computed the average rate of wages in 30 selected industries 
in the years 1890 and 1900, and found that relative wages 
had declined from 100.0 to 99.6. Like Dewey, Moore 
said nothing about the discrepancy between his own figures 
and those of the Bureau of Labor; but he owned himself 
surprised at getting results “so utterly at variance with 
what is commonly thought as to the movement of wages.” ? 


1 Political Science Quarterly, March, 1907, pp. 61-73. 


2 Tbid., p. 68. To make sure of the arithmetical accuracy of his work, Professor 
Moore repeated the computations by a slightly different method, and arrived again 
at the same ratios of 100.0 in 1890 and 99.6 in 1900. 
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Others, less cautious than Dewey and Moore, have 
discredited the Bureau’s results because of this dis- 
crepancy. The extreme care with which Dewey’s material 
was collected and the impartiality with which it was ana- 
lyzed favored the opinion that in case of disagreement 
the Bureau must be wrong. Insinuations were not wanting 
that the Bureau had selected its data with the set purpose 
of making out an advance in wages.' 

Desiring to use the Bureau’s index number of wages 
in a study of business cycles, I recently had occasion 
to test the trustworthiness of the figures. Previous ex- 
perience in dealing with the prices of labor and of com- 
modities indicated that different collections of data, made 
in good faith, representative in scope, and analyzed 
by similar methods, yield substantially similar results.’ 
The problem was to determine whether the discrepancy 
between the results obtained from the Bureau’s collection 
of wage statistics and from Dewey’s collection was due to 
dissimilarity in the methods of analysis, dissimilarity in 
scope, or dissimilarity in the original data. 

Examination showed that Moore’s table differed from 
the Bureau’s table in several respects. Moore took wages 
per week, the Bureau wages per hour; Moore excluded 
females, the Bureau included them; Moore covered 30 
industries, the Bureau 56; Moore weighted his figures 
by actual numbers employed, the Bureau did not weight 
its figures for different occupations in striking averages 
for each industry, but did weight its figures for different 
industries in striking grand averages; finally, Moore com- 
puted averages in one way, the Bureau in another. Moore 
began by tabulating the number of men receiving $2-3 a 
week, $3-4, $4-5, and soon. Then he multiplied the mean 
wage in each of these groups ($2.50, $3.50, $4.50) by the 


4 See, for example, Ernest Howard, “Inflation and Prices,” Political Science 
Quarterly, March, 1907, p. 81. 


® Compare Gold, Prices, and Wages under the Greenback Standard, pp. 203- 
218, and “‘ The Dun-Gibson Index Number,” Quarterly Journal of Economics, No- 
vember, 1910, pp. 161-172. 
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corresponding number of employees. To find the average 
actual wages, he divided the sums of these products by the 
total number of men represented, and then turned the average 
actual wages into percentages. The Bureau, on the other 
hand, turned its actual wages per hour into percentages 
at the outset, and then made arithmetic means from these 
percentages by the curious combination of simple and 
weighted averaging which has been stated. 

All these differences in scope and method proved capable 
of substantial elimination in fresh computations based 
upon the Bureau’s data and summarized in the accompany- 
ing table. The actual wages per hour in 1890 and 1900 
were multiplied by the number of working hours per week 
in each year to get wages per week. The industries not 
covered by Moore and all series for females were re- 
jected! The figures were weighted by the numbers re- 
ported as employed in each occupation, the data were 
distributed in the groups used by Moore, and average 
wages were computed after his fashion. The result was an 
average weekly wage of $13.01 in 1890, and $13.05 in 1900. 
These actual wages correspond to relative wages of 100.0 
in 1890, and 100.3 in 1900,— figures which are almost 
the same as Moore’s relative wages of 100.0 and 99.6.” 

The practical identity of these results confirms confidence 
in the integrity and in the representative character of both 


1 The industries included as corresponding to Moore’s were Agricultural im- 
plements, Bakeries, Boots and shoes, Boots and shoes — rubber, Candy, Carpets, 
Carriages and wagons, Cars — steam railroad, Clothing — factory product, Cotton 
goods, Dyeing, Flour, Foundry and machine shops, Furniture, Glass, Hosiery and 
knit goods, Iron and steel — all branches, Leather, Liquors — malt, Lumber, Musical 
instruments — pianos, Paper and wood pulp, Planing mills, Pottery, Printing — 
book and job, Shipbuilding, Slaughtering, Tobacco —cigars, Tobacco — plug, Woolen 
and worsted goods. 


2 Moore's actual wages were $11.57 in 1890 and $11.52 in 1900; but the difference 
between these results and those obtained from the Bureau's data is no cause for mis- 
giving. For the Bureau of Labor did not collect its statistics with the purpose of 
determining the average actual rates of pay prevailing in different years, but with 
the purpose of determining the average rates of change in wages from one year to the 
next. Had it aimed at determining actual rates, the Bureau would have made a 
much more elaborate examination of the number of persons employed at the different 
tates. That it did not accomplish an object at which it did not aim, does not impair 
confidence in the results which it did seek to establish. 
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Tue Distrisution or Waces in Tairty Manvuracturinge In- 
DUSTRIES, ACCORDING TO THE Data OF THE BuREAU OF LaBor 
1890 1900 
ia No. of Percentage of No. of Percen of 
wage-earners | whole number ||} wage-earners whole 
$2— 2.99 81 12 
3— 3.99 26 04 215 25 
4— 4.99 20 02 
5— 5.99 274 41 239 .28 
6— 6.99 706 1.07 711 83 
7— 7.99 2,482 3.75 3,041 3.54 
8— 8.99 7,080 10.69 rf 9.18 
9— 9.99 2,503 3.78 10,113 11.78 
10—10.99 8,297 12.53 5,249 6.11 
11—11.99 797 1.20 2, 2.80 ) 
12—12.99 9,136 13.80 10,689 12.45 
13—13.99 5,733 8.66 4,325 5.04 
14—14.99 8,546 12.91 14,948 17.41 
15—15.99 14,465 21.84 15,788 18.39 
16—16.99 3,638 5.49 5,636 6.56 
17—17.99 301 45 1,756 2.05 
18—18.99 252 38 427 50 
19—19.99 216 .33 360 42 
20—20.99 60 .09 503 59 
21—21.99 491 .74 53 06 
22—22.99 105 16 116 14 
23—23.99 56 .08 99 12 
24—24.99 201 .30 79 .09 
25—25.99 39 .06 140 16 
26—26.99 480 .73 21 02 
27—27.99 33 .05 336 39 
28—28.99 68 10 
29—29.99 6 01 
30—30.99 38 .06 498 58 
31—31.99 15 .02 23 03 
32—32.99 13 .02 42 05 
33—33.99 3 .00 
34—34.99 66 .08 
35—35.99 29 03 
36—36.99 47 .07 6 01 
37—37.99 it 
38—38.99 
{ 39—39.99 1 .00 
40—40.99 30 05 
41—41.99 
42—42.99 
438—43.99 5 01 a 
| 44—44.99 be 
45—45.99 33 04 
| 46—46.99 
47—47.99 
48—48.99 
49—49.99 
| Total 66,220 100.00 85,853 100.00 
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investigations. Tho made at different times, by different 
agents acting under different directions, and tho obtained 
in part from different establishments, the two collections 
of data yield the same conclusion when they are given the 
same scope and analyzed in the same way. 


II 


But, granted that the Bureau’s original data are trust- 
worthy, can the same be said of the Bureau’s index number? 
Which methods of analysis are preferable — the Bureau’s 
methods, which make out an advance of relative wages 
from 100.3 in 1890 to 105.5 in 1900, or Moore’s methods, 
which reduce the advance almost to zero? 

In most respects, the advantage is all with the Bureau 
of Labor.2 (1) It is better to give data separately for 
the number of working hours per week and for the wages 
per hour, than to lump the two together as wages per week. 
Tables like Moore’s effectually conceal the increased leisure 
which the working class won between 1890 and 1900 —a 
decided gain in itself, whether weekly wages increased or 
not. The Bureau of Labor shows definitely the degree of 
this gain, and also shows that the reduction of hours partly 
offsets the advance in money income arising from increased 
wages per hour. (2) It is clearly better to include females 
as well as males, and (8) better to include as many industries 
as possible — provided always that satisfactory data are 
available. (4) In measuring average rates of change, it 
is better to reduce the actual wages to percentages in the 
first place, as the Bureau does, and then to average these 
percentages, than it is to begin by computing average actual 
wages as Moore does, and then to reduce these actual wages 
to percentages. For there is danger that in averaging 


2 It should be noted that the chief aim of Professor Moore’s investigation was to 
determine the relative variability of wages on the two census years, and that his average 
Wages were made to serve this purpose. Hence the following demonstration that 
the change in average wages is not the most t of ‘age change in 
wages affects neither the validity nor the importance of Professor Moore’s main 
eontentions. 
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actual wages a relatively small change in the wages of highly 
paid men may offset a relatively large change in the wages 
of poorly paid men. Moreover, average actual wages for 
men following unlike occupations in different industries 
are notoriously delusive. The results are determined by 
the numbers reported as receiving each of the specified 
rates of pay, and it is exceedingly difficult to make sure 
that the number of men for whom satisfactory pay rolls 
can be had are representative of the numbers actually em- 
ployed at each rate. To approximate the average rate of 
rise or fall in wages is a more feasible aim than to approxi- 
mate the average actual wage, and the Bureau of Labor 
has been well advised in limiting its efforts to the former.’ 
(5) Moore’s plan of distributing his data in groups according 
to weekly rates of wages with fifty-cent or dollar intervals 
was forced upon him by the tables of his source. But the 
procedure may distort the average; for changes in wages 
which do not transfer wage-earners from one group to 
another cannot appear, and small changes on the margin 
between two groups are magnified into changes from the 
mean of one group to the mean of the next. 

But there is one point at which Moore’s method is more 
logical than the Bureau’s. As has been said, Moore weights 
the mean of each of his wage-groups by the number of men 
contained within the group, while the Bureau pays no atten- 
tion to the unlike number of persons following each occu- 
pation in computing the average relative wages for the sepa- 
rate industries. To treat occupations followed by a score 
of men as equal in statistical importance to occupations 
followed by hundreds or by thousands is theoretically 
indefensible, when the aim is to measure the average change 
in wages.” But the practical effect of this error in method 
is not great. Two computations, alike in all respects except 

1 “ Methods of Presenting Statistics of Wages,” Quarterly Publications of the 
American Statistical Association, Dec., 1905; vol. ix, pp. 328-329. 

® Of course, no errors which this procedure introd into the ages for any 


industry are corrected when the Bureau, in striking its grand averages, subsequently 
paid out in wages. 
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that in the first occupations are treated by the Bureau’s 
plan, and that in the second occupations are weighted by the 
numbers employed, give nearly the same grand averages. 
The first makes relative wages per hour in 1890 and 1900 
100.5 and 105.3 respectively, while the second makes the 
figures 100.7 and 105.0. 


This review of the methods followed by Professor Moore 
and by the Bureau of Labor suggests that the averages 
obtained in the preceding table by applying Moore’s methods 
to the Bureau’s data may misrepresent the facts. 

The table has, in fact, one merit and several defects. It 
corrects the Bureau’s error of treating all occupations alike, 
irrespective of the number of employees; for in this table 
‘every occupation counts in proportion to the number of 
men for whom the Bureau of Labor collected pay rolls in 
1890 and 1900. The defects of the table arise from the use 
of Moore’s methods. (1) If the artificial grouping of the 
data is dropped and average wages are computed accurately 
by multiplying the exact weekly wages in each occupation 
by the number of recipients, before adding the products and 
dividing by the whole number of wage-earners, the results 
are changed from 100.0 in 1890 and 100.3 in 1900 to 100.0 
and 100.9 respectively. (2) If actual wages are converted 
into percentages at the outset, on the basis of average rates 
for 1890-99, the results are further changed to 101.7 and 
103.2. (3) If this change in weekly rates is analyzed, it is 
found to result from an average reduction of relative hours 
per week from 100.7 in 1890 to 99.5 in 1900, and from an 
average increase in relative wages per hour from 101.0 to 
103.7. (4) Males in 26 industries covered by the Bureau 
of Labor, but not by Moore, received an average increase 
in rates per hour from 98.9 to 107.5 and (5) females, not 
included by Moore, received a corresponding increase from 
98.5 to 105.5. Each of these corrections serves to make the 
average rise of wages greater — to bring the figures closer to 
the Bureau’s results and remove them further from Moore’s. 
Summing up all the changes and including all the material, 


= 
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we have an average reduction of relative hours from 101.1 
to 98.2, an average increase in relative wages per hour from 
99.9 to 105.3, and an average increase in relative wages 
per week from 101.0 to 103.4. These results are all so close 
to the Bureau’s own figures that it makes little difference 
which are used. 

The Bureau’s data have been submitted to one further 
test. In the preceding computation the industries as well 
as the occupations are weighted by the number of men for 
whom pay rolls were obtained in 1890 and in 1900. It may 
be better to use these weights only in striking averages for 
each industry, and then to weight the average for each 
industry by the census returns for number of employees in 
1900. If grand averages are made up in this way, they 
show a reduction in relative hours per week from 100.6 to 
98.7, an increase in relative wages per hour from 100.7 to 
105.0, and an increase in relative wages per week from 
101.3 to 103.6. Again, the increase in wages is only a 
trifle smaller than that found by the Bureau of Labor.' 

Clearly, then, the results which Professor Moore deduced 
from Professor Dewey’s report afford no reason for doubting 
that the Bureau of Labor’s index number represents fairly 
the trend of wages in manufacturing industries. On the 
contrary, the former investigation bears convincing testi- 
mony to the high character of the latter. 


Westey C. MITcHELL. 
University OF CALIFORNIA. 


1 The Bureau's results for 1890 and 1900 are, relative hours per week 100.7 and 
98.7, relative wages per hour 100.3 and 105.5, relative wages per week 101.0 and 104.1. 
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